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Fund Policies and Procedures in Relation 
to the Compensatory Financing of 
Commodity Fluctuations 


HE GOVERNORS of the International Monetary Fund and official 
representatives in other international organizations have become 
increasingly interested during recent years in the part that the Fund 
plays, or could play, in providing compensatory financing to alleviate 
the difficulties that arise from instability of export earnings in countries 
largely dependent on the exportation of primary commodities. Economic 
experts reporting to international organizations also have made com- 
ments and suggestions about the Fund’s role in this respect. Sometimes 
the concern of governments and experts has been with special types of 
financing which it is suggested the Fund should provide, e.g., to offset 
reductions in the expenditure of industrial countries in countries 
exporting primary products during recessions, or to facilitate the 
accumulation of buffer stocks during periods of decline in the prices of 
individual commodities. At its seventh session in March 1959, the UN 
Commission on International Commodity Trade raised the question in a 
more general form. At that meeting the Commission “agreed to consider 
at its eighth session international measures designed to compensate for 
fluctuations in foreign exchange receipts from the export of primary 
commodities.” In this connection, the Commission recommended “that 
the International Monetary Fund be invited to inform the Commission 
about its policies and procedures as they bear on the subject under 
consideration.””! 

The present study, whose primary purpose is to provide the informa- 
tion thus requested, is presented in two parts.? The first, or prefatory, 
part discusses the nature of the fluctuations affecting the balance of 
payments of primary exporting countries, while the second part deals 
with the Fund’s policies and practices in relation to the financing of such 
fluctuations. Throughout the study, the term “compensatory financing” 
is used in a broad sense to include movements in a country’s own official 
reserves as well as any international borrowing or any other international 


1 United Nations, Economic and Social Council, Official Records: Twenty-Eighth 
Session, Supplement No. 6 (E/3225), p. 15. 


2 The study was prepared by Mr. J. Marcus Fleming, Advisor, Research Department, 
and Miss Gertrud Lovasy, Assistant Chief, Special Studies Division. It was discussed at 


the eighth session of the UN Commission on International Commodity Trade held in New 
York, May 2-13, 1960. 
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transfers that are designed to relieve the strain on reserves or to preserve 
the stability of the exchange rate. 


Part I is devoted to an examination of the fluctuations in export 
proceeds of a large number of primary producing countries after World 
War II (the postwar period), between World Wars I and II (the interwar 
period), and, where information permits, before World War I. The 
proceeds are denominated both in U.S. dollars and in terms of their 
purchasing power over imports, and their fluctuations are measured both 
in year-to-year changes and in deviations from a five-year moving 
average. It appears that fluctuations in export proceeds were somewhat 
greater for primary producing than for industrial countries—perhaps 
25 to 30 per cent greater in the interwar period, and 45 to 55 per cent 
greater in the postwar period. The difference between the two types of 
country reflects in the main the greater price instability of exports of 
primary products, compared with those of manufactured goods, which 
in turn results both from the relatively inelastic demand and supply 
conditions characteristic of most primary products in the short run 
and from the relatively unstable conditions affecting the supply of 
many products of agricultural origin. While for exports of manufactures 
demand fluctuations usually lead to fluctuations in volume rather than 
price, the opposite is true for most primary products. Individual primary 
producing countries differ quite widely with respect to the instability of 
their export proceeds, for reasons discussed below. 


Over the period 1900 to 1958 as a whole, year-to-year variations in 
the export proceeds of primary producing countries are found to have 
been accounted for almost equally by variations in price and in volume. 
In the average primary producing country, both instability in world 
demand and instability in domestic supply appear to have been 
important causes of variation in export proceeds. When compared with 
the interwar period, the postwar period shows a considerable decline in 
the instability of primary exports with respect both to price and to 
proceeds, mainly as a result of the diminished virulence of cyclical 
fluctuations in the industrial countries, but also because, for a number of 
primary products, there has been some increase in the elasticity both of 
demand and of supply. 

Data for the postwar period regarding external receipts as a whole, 
including not only export proceeds but also net capital movements and 
earnings from current invisibles, show that for the average primary 
producing country fluctuations in such receipts are slightly larger than 
fluctuations in export proceeds alone. 


Part I concludes with an analysis of the way in which instability 
in export proceeds gives rise to four other types of instability in primary 
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producing countries: (1) in income distribution as between export and 
other industries, (2) in national money income, expenditure, and prices, 
(3) in ability to pay for imports, and (4) in real consumption and 
investment. 

Part II opens with a definition of compensatory financing and a brief 
description of certain principles governing its appropriate use. Emphasis 
is laid on the need to compensate for fluctuations in the balance of 
payments as a whole, the need to keep such fluctuations on a reasonably 
short-term basis, and the need to adapt financial policies so as to keep 
imports in line with a medium-term trend in importing power. In view of 
the problems involved, it is suggested that countries will find it difficult 
to do more, through compensatory financing, than to alleviate the 
fluctuations in their importing power, and that the extent to which this 
can be carried will depend on the circurastances of each particular case. 

There follows a description of the policies and practices governing the 
use of Fund resources, including policies regarding the period within 
which repurchases of currencies purchased from the Fund should be 
made, and regarding the increasing justification expected of a member 
as its use of Fund resources increases relative to the size of its quota. 
Reference is made to the bearing of these policies on the financing of 
export fluctuations. Since this description (pages 18-20) does not lend 
itself to summarization, it should be read in extenso. 

Next, an explanation is given, in the light of considerations mentioned 
in the earlier parts of the study, of why it would be inappropriate for the 
Fund to pursue any sort of automatic financing, based perhaps on some 
mathematical formula, in connection with fluctuations of commodity 
exports, and why it would be undesirable to set up any special type of 
Fund financing distinct from its ordinary operations, either to com- 
pensate for commodity fluctuations or to finance buffer stocks. 

A brief glance at the history of Fund operations shows that there 
have been a good many cases in which a decline in export proceeds was an 
important contributory factor justifying the use of Fund resources, 
though it is emphasized that in most cases the principal factor necessi- 
tating Fund assistance to less developed countries has been inflationary 
disturbance of domestic origin, and often of long duration. 

The final section of Part II examines the question of the extent to 
which the financial facilities obtainable from the Fund may be adequate 
in conjunction with national reserves, to enable primary producing 


countries to overcome the payments problems that arise from export 
fluctuations. 


To conclude: 
The provision of foreign exchange to Fund members to assist in the 
compensation of short-term fluctuations in the balance of payments 
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constitutes a legitimate use of Fund resources. Among such fluctuations 
are some that arise primarily from variations in export prices and 
proceeds. 

It would be neither practicable nor desirable to make the amount of 
such assistance dependent on any automatic formula, or to provide any 
separate form of Fund assistance to deal with export fluctuations alone. 

However, members of the Fund that are taking appropriate steps to 
preserve internal financial stability and to maintain their balance of 
payments in equilibrium, taking good years with bad, and that are 
otherwise making satisfactory progress toward the fulfillment of the 
Fund’s purposes can anticipate with confidence that financing will be 
available from the Fund which, in conjunction with a reasonable use of 
their own reserves, should be sufficient to enable them to overcome 
temporary payments difficulties arising from export fluctuations. 

While access to Fund resources should go far to relieve the payments 
difficulties of primary producing countries insofar as these are due to 
temporary causes, the assistance of the Fund should form only a part 
of a wider program designed to spare these countries the necessity for 
any disastrous contraction of income or output, and indeed to help them 
achieve a steady and satisfactory rate of development. Much is said in 
this paper about the prudence and self-discipline required of the primary 
producing countries themselves if they are to keep their economies on an 
even keel despite the fluctuations of world markets. But the industrial 
countries, on their side, can do much to keep these markets relatively 
steady. In the first place, they can maintain their efforts to mitigate 
booms and recessions and, in particular, to avoid any danger of a relapse 
into deep depression of the 1930 type. They can modify their arrange- 
ments for the protection of domestic agriculture and mining in such a 
way as to exercise a less depressing and disturbing effect on world trade 
in primary products. And finally, they can concert their efforts to 
provide a more adequate and stable flow of long-term capital to the less 
developed countries. 


Part I. Fluctuations in Export Earnings of 
Primary Producing Countries 


NATURE AND MAGNITUDE OF FLUCTUATIONS 


As is well known, the prices of most primary products in international 
trade vary more sharply from year to year than those of most industrial 
products. While foodstuffs are less affected by cyclical variations in 
demand than all industrial materials or manufactured products, most 
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materials of agricultural origin are subject to irregularities in export 
supply and import demand arising from crop fluctuations, and most 
primary product markets are much affected by oscillations in demand 
arising out of changing expectations as to the future course of prices. 
However, the reason for the differences in price behavior between 
primary and manufactured products lies not so much in any special 
instability of import demand or export supply for the former as in the 
fact that in the case of primary products both demand and supply are 
as a rule less responsive to changes in price than in the case of manu- 
factures. With the exception of a few commodities, whose prices are 
stabilized by understandings between producing firms or by govern- 
mental action, primary products are supplied to world markets under 
much more competitive conditions than are industrial products. Thus, 
whereas manufacturers, as a rule, seek to maintain fairly steady prices 
in the face of variations in demand, allowing the quantities they supply to 
vary, primary producers are more likely to maintain the quantities 
supplied, leaving prices to vary. 

According to UN studies,? the mean year-to-year variation in the 
prices of individual primary commodities averaged some 13 per cent 
over the period 1900 to 1958.4 Instability was particularly severe in 
the period between the two World Wars, when year-to-year changes 
amounted to 15-16 per cent; before World War I and again in the years 
1948-58, the average change appears to have been close to 11 per cent® 
(Table 1A). 

Similar computations for industrial products are not readily available, 
but data on export prices for the periods 1929-38 and 1950-58 compiled 
by the League of Nations and the Statistical Office of the United Nations® 
show that, in each of the two periods, average year-to-year changes in 
the prices of primary products as a group were some 50 to 55 per cent 
greater than those of manufactures as a group. Changes in the export 
price indices of the average primary exporting country and the average 
industrial country for the period 1948-58 show a similar ratio 
(Table 1A).? 

3 Instability in Export Markets of a Countries (New York, 1952) and 
World Economic Survey, 1958 (New York, 1959). 

4 The result appears to be roughly the same whether or not the war and immediate 
postwar years are included. 

5 These figures are unweighted arithmetic means of year-to-year changes, disregarding 
signs, in the U.S. dollar prices or unit values of some 25-32 individual commodities. The 
changes are expressed as percentages of the higher of the two annual figures. 

6 League of Nations, Review of World Trade (Geneva, 1938), p. 61; United Nations, 


Department of Economic and Social Affairs, Statistical Yearbooks (New York, 1958 and 
1959). 


7 Since the prices of individual products do not all move in the same direction at the same 
time, and since the exports of industrial countries are more diversified than those of 
countries exporting primary products, the over-all export price index of an average industrial 
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TasBLe 1. Fiuctuations In Exports or Primary Propucina CouNTRIES AND 
InpustRIAL Countries, 1900-1958 


A. Average Year-to-Year Percentage Changes in Value, Price, and 
Volume of Exports! 





Average Primary 





Product Exported All Exports of All Exports of 
from Individual Average Primary Average Industrial 
Country? Producing Country? Country! 
1900-1913 average 
Value 19 9.7 7.7 
Price 11 
Volume 20 
1920-1939 average 
Value 22 18.1 14.0 
Price 15 
Volume 16 
1948-1958 average 
Value 13.3 10.8 
Price 11 10.1 6.4 
Volume 10.4 9.1 





B. Percentage Deviation from Trend® in Value of Exports and in 
Importing Power of Exports 








All Exports of All Exports of 
Average Primary Average Industrial 
Producing Country ‘ountry 

Value of exports! 

1902-1913 average 7.1 

1920-1938 average 13.1 10.3 

1948-1958 average 9.0 6.2 
Importing power of exports 

1920-1938 average 10.2 

1948-1958 average 8.4 





Sources: Data on average primary product are from United Nations, Instability in 
Export Markets of Under-Developed Countries (New York, 1952) and World Economic 
rad 1958 (New York, 1959). All other data are IMF staff computations, based on trade 
data shown below in Tables 4-6. 

1 Value and price are expressed in current U.S. dollars. 

2 Unweighted arithmetic mean of year-to-year changes for 25-32 individual commodities. 

3 Unweighted arithmetic mean of average year-to-year changes for 17, 42, and 48 
countries in the periods 1900-1913, 1920-1939, and 1948-1958, respectively. 

4 Unweighted arithmetic mean of year-to-year changes for 13 countries. 

5 Unweighted arithmetic mean of annual deviations from five-year moving average for 
number of countries mentioned in footnotes 3 and 4 to this table. 


The volume of exports from the average primary producing cduntry 
varies from year to year as much as, if not more than, the price. This is 





country might have been expected to vary somewhat less, compared with that of an average 
primary exporting country, than it actually did in the postwar period. No doubt the strong 
upward price trend in the postwar period makes the relative export price variability of 
industrial countries appear somewhat greater than it really is. 
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true of individual primary products exported from individual countries 
in the interwar period and also for the over-all exports of individual 
countries in the postwar period (Table 1A). 

For most of these countries, taken individually, the elasticity of 
world demand for their exports is high, the elasticity of home supply low. 
Export prices vary in the main with market conditions abroad, and only 
in a few cases do home supplies have a significant influence on price. 
Export quantities, however, vary mainly with supply conditions at 
home and are only slightly responsive to price changes. 

The proceeds accruing to individual countries from exports of primary 
commodities have on the average varied more, but not very much more, 
from year to year than have either export price or export volume. This is 
true both for exports of individual primary products from individual 
countries in the interwar period and for over-all exports of individual 
primary producing countries in the postwar period (Table 1A). 

Since an increase in the export value of one commodity will sometimes 
be accompanied by a decline in that of another, one would expect the 
export earnings of a primary producing country to fluctuate less, 
proportionately, than its earnings from a typical individual commodity. 
As will be seen from Table 1A, these expectations are borne out for the 
interwar period, the only period for which reliable comparative data are 
available. In the average primary producing country, export proceeds 
varied from year to year by some 18 per cent, compared with 22 per cent 
for individual commodities. The difference, however, is not great, partly 
because the movements in demand are somewhat similar for different 
commodities, and partly because the export trade of the average primary 
exporting country is heavily concentrated on a few commodities. 

Table 1A also reveals that percentage changes from year to year in 
export proceeds, though greater for the average primary producing 
country than for the average industrial country, were less than 30 per 
cent greater for the interwar period, and less than 25 per cent greater 
for the postwar period—a smaller difference than is frequently assumed. 
As shown above, export prices in the postwar period, though more 
stable for industrial than for primary exporting countries, varied quite 
considerably even for the former, and volume variations were not very 
different in the two groups. For the postwar period, however, these 
comparisons between the two groups with respect to the variability of 
export prices and proceeds are vitiated by reason of the strong upward 
trend of these series which prevailed over that period in most industrial 
countries. When allowance is made for trend changes, year-to-year varia- 
tions in export proceeds amounted to 12.8 per cent for primary produc- 
ing countries, against 8.1 per cent for industrial countries; the former 
exceeded the latter by some 55 per cent. In the interwar period, year- 
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to-year changes in the export proceeds of industrial countries relative 
to those of primary producing countries were abnormally high owing to 
the occurrence of severe cyclical depressions which affected both groups 
alike, though in the former the effect was mainly on export volumes and 
in the latter on export prices. 

As the foregoing paragraphs would suggest, the connection between 
the well-known instability of the prices of primary commodities in world 
markets and that of the export proceeds of primary producing countries 
is less direct than is frequently assumed. First, the prices at which 
most exports of a given commodity are actually sold often vary less 
strongly than do world market prices. Second, changes in the quantity of 
exports tend more often to offset than to reinforce the effects on proceeds 
of changes in export prices.’ Third, diversification of exports provides 
a certain possibility for mutual offsetting as between the exports of 
individual commodities. 

While year-to-year changes in the export volume of primary producing 
countries were much the same in the postwar as in the interwar period,’ 
the instability of export prices and proceeds became much less marked 
in the postwar years. This was due largely to an increase in the stability 
of demand for primary products in industrial countries. While the 
speculative demand for materials oscillated sharply during the early 
part of the Korean conflict, recessions were much milder and less 
widespread after World War II than in the interwar period. There was 
also an increase, for some commodities, in the elasticity of supply, owing 
to increased use of national buffer stocks or other forms of control over 
export prices, and for others, in the elasticity of demand, owing to the 
development of synthetic substitutes. 


Thus far, year-to-year changes have been discussed, largely because 
the data that have been used for comparative purposes are most readily 
available in this form. For the purpose of considering the financing of 
fluctuations, however, what is important is not so much the magnitude 
of the change in export proceeds from year to year as the extent to which 
these proceeds lie above or below what might be called the medium-term 
norm or trend, and the extent to which such deviations persist over 
consecutive years. The distinction between trend and fluctuations is to 
some extent arbitrary. However, for purposes of illustration, the export 


8 For the postwar period, there is a negative correlation of 0.5 between changes in export 
prices and changes in export quantities in the average primary producing country. 

° The UN study, World Economic Survey, 1958, shows that the aggregate export volume 
of the average primary product exported varied by 8 per cent from year to year in both the 
interwar and postwar periods. These figures refer to the volume of the average primary 
product exported from primary producing countries as a group, while those given above 
refer to the volume of all exports from the average primary producing country. More- 
over, the UN figures are based on data adjusted for trend. 
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proceeds of primary producing countries in the prewar, interwar, and 
postwar periods have been measured relative to a five-year moving 
average centered on the middle year. Average percentage deviations 
from this trend are shown for an average primary exporting country in 
Table 1B and for 47 individual countries in Table 2, while actual proceeds 
are given for reference in Tables 4-6. 

As will be seen from Table 1, the general conclusions regarding the 
relative magnitude of fluctuations in primary export proceeds in the 
prewar, interwar, and postwar periods, and regarding the relative 
magnitude of fluctuations in the export proceeds of primary exporters 
and of industrial countries, which were arrived at on the basis of year- 
to-year variations, continue to hold true when fluctuations are measured 
in terms of deviations from trend. Measured in this way, however, the 
postwar fluctuations in export proceeds of primary producing countries 
appear to have been some 45 per cent greater than those of industrial 
countries. 

Calculations for the 28 primary producing countries for which export 
data are available from 1920 onward indicate that the deviations from 
trend for the aggregate exports of these countries amount in the interwar 
period to some 80 per cent, and in the postwar period to some 65 per cent, 
of the deviations from trend for the average (typical) primary producing 
country. These results are consistent with the view that for the average 
primary producing country instability in world demand conditions and 
instability in domestic supply conditions have each had an important 
share in generating fluctuations in export proceeds, and also that the 
relative importance of instability in demand was greater in the interwar 
than in the postwar period.!° 

In calculating the year-to-year changes and deviations from trend 
discussed above, export proceeds have been measured in terms of U.S. 
dollars. What is really important from the standpoint of the domestic 
economy of the exporting countries, however, is the importing power, or 
import equivalent, of these exports, i.e., their purchasing power in terms 
of imports. The importing power of exports has therefore been calculated 
for each of the primary producing countries by dividing the dollar value 
of its exports by a price index representing the dollar cost of a particular 
combination of commodities in amounts corresponding to the import 
requirements of a typical primary producing country." The results are 
shown in Tables 1 and 2 and in Chart Series I (pages 34-57). 

10 The assumption here is that factors making for similar fluctuations in different 
countries are predominantly on the demand side while those making for independent 
fluctuations are predominantly on the supply side. 

1! The index represents a weighted average of export prices for manufactured goods, 


foodstuffs, fuel, and other crude materials based on data computed for the postwar period 
by the UN Statistical Office and for the period 1929-38 by the League of Nations. The 
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The effect of measuring exports in terms of their purchasing power 
over imports instead of in dollars is to reduce somewhat the amplitude of 
short-term fluctuations about the trend (Table 1). When the export 
prices and earnings of many primary commodities are low, the prices of 
goods—including, of course, some primary products—imported by 
primary exporting countries are also, as a rule, somewhat low in relation 
to trend. Fluctuations in the import equivalent of exports were not much 
smaller than those in export value in the postwar period, but they were 
appreciably smaller than the latter in the interwar period, which was 
marked by pronounced declines in economic activity and demand in the 
industrial countries. 

As shown by Table 2, there have been quite wide variations among the 
primary exporting countries with respect to the magnitude of fluctuations 
in the import equivalent of exports. In the interwar period, the range ran 
from a deviation from trend of 1414 per cent in Chile to one of 5 per cent 
in Iceland. Although the average was lower in the postwar period, the 
spread was even wider, ranging from 19 per cent in Malaya to just a 
little more than 3 per cent in Morocco. When both interwar and postwar 
periods are taken into account, the countries whose export proceeds 
appear to be most stable are either countries for which oil is the major 
export or countries, such as New Zealand, South Africa, India, Spain, 
and Portugal, whose exports are relatively diversified. Among the 
countries with a high degree of fluctuation are some, such as Malaya, 
Bolivia, and Chile, whose exports consist mainly of rubber or metals, 
which are notably sensitive to changes in demand. This group also 
includes a number of small countries, like Ghana, Haiti, and the Sudan, 
that are largely dependent on a single product the output of which is 
subject to wide fluctuations from year to year. 

In a few countries, export instability has been higher in the postwar 
than in the interwar period. In many countries, however, there has 
been a substantial gain in stability, owing in some cases (e.g., India, 
Morocco, the Union of South Africa, and, to a lesser extent, Thailand 
and Peru) to increased diversification, and in some (e.g., Cuba, the 
Dominican Republic, Greece, Turkey, and Venezuela) to greater stability 
in the prices of the major export products. 

As pointed out below, compensatory financing is required to offset 
fluctuations, not in exports only, but rather in the balance of payments 
as a whole. No doubt exports are frequently singled out for special 
treatment because they tend to fluctuate owing to causes not easily 
controlled by the authorities. However, the same may be true, to a 





weights were based on actual import values of primary producing countries as a group for 
the categories mentioned. For the earlier part of the interwar period, the over-all unit value 
of U.S. exports was used. 
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TaBLE 2. PercentTaGeE DEVIATIONS FROM TREND IN U.S. DoLuar VALUE or Exports 
AND IN ImporTING PowER oF Exports oF Primary Propucine Countriss, 1902-58 





Percentage Deviations Percentage Deviations 
in Dollar Value in Importing Power 


1902-13 1920-38 1948-58 1920-38 1948-58 


Argentina 9.6 15.3 12.0 11.9 11.8 
Australia! 9.7 8.: 
Belgian Congo? des 

Bolivia? Pee 
Brazil! 9.1 
Burma eee 
Ceylon a 
Chile 5.0 
Colombia are 
Costa Rica! 5.5 
Cuba! 8.1 
Dominican Republic : 
Ecuador 
Egypt 

EI Salvador? 
Ethiopia re 
Finland 6.2 
Ghana? cor 
Greece 

Guatemala 

Haiti? 

Honduras 

Tceland? ee 
India 6.0 
Indonesia pee 
Treland? 

Israel? 

Malaya?: * Ley 
Mexico! 7.0 
Morocco? eae 
New Zealand 6.9 
Nicaragua stig 
Pakistan® 

Paraguay Bie 
Peru 6.9 
Philippines eer 
Portugal 4.6 
Saudi Arabia a 
Spain! 4.0 
Sudan?: 3 wa 
Thailand 

Tunisia 


Turkey ois 
Union of South Africa! 8.8 
Uruguay 8.1 
Venezuela? 3 oan 13.8 
Yugoslavia 


Average 7.1 13.1 10.2 


Source: IMF staff computations based on trade data shown in Tables 4-6. 
1 Incomplete coverage for 1902-13. 
2 Incomplete coverage for 1920-38. 
3 Incomplete coverage for 1948-58. 
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considerable extent, of other items in the balance of payments, notably 
capital movements—other than those included in compensatory financ- 
ing—and invisibles in the current account. These may be combined, 
together with exports, into the concept of “external receipts,” which thus 
constitutes the net balance of all items other than imports and 
compensatory financing. 

Data required for calculating external receipts are not available for 
many countries before World War II. For each of 38 primary producing 
countries, the year-to-year variations over the postwar period in the 
importing power of exports and in the importing power of external 
receipts are compared in Table 3; the actual movements in the two 
series are shown in Chart Series II (pages 58-76). In some countries,” 
external receipts fluctuate less than export proceeds, possibly because 
capital movements include elements of a compensatory or equilibrating 
character, or because the amount of profits transferred abroad varies 
with exports. In the majority of countries, however, external receipts 
fluctuate more than export proceeds alone. Year-to-year variations in 
the importing power of external receipts amount in the average primary 
producing country" to 13.2 per cent, against 12.1 per cent for those of 
export proceeds alone, and average deviations from trend amount to 
10.0 per cent for external receipts, against 8.5 per cent for export pro- 
ceeds alone. While movements in net receipts from invisibles, including 
capital items, show little or no consistent relation to exports, fluctuations 
in external receipts are in most countries dominated by, and are therefore 
broadly similar in timing to, those in export proceeds alone. 


HARMFUL CONSEQUENCES OF INSTABILITY IN EXPORT EARNINGS 


In the absence of counteracting policies, including the use of com- 
pensatory financing, a high degree of instability in a country’s export 
proceeds will give rise to four other kinds of burdensome instability: 
instability in the incomes earned in export industries, relative to those 
earned in other sectors of the economy; instability in general money 
incomes and prices; instability in external purchasing power; and, 
as a consequence of these, instability in real expenditure, particularly 
real investment. 

Fluctuations in the money value of exports tend directly to induce 
similar fluctuations in the incomes of those who produce for export; and 
indirectly, through their repercussions on private consumption, private 
investment, and public expenditures, they tend to generate income 
fluctuations in other industries. 


22 For example, Argentina, Ceylon, Costa Rica, Finland, Haiti, and the Philippines. 
13 Unweighted mean of 38 primary exporting countries. 
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TaBLeE 3. AVERAGE YEAR-TO-YEAR PERCENTAGE CHANGE IN ImMpPoRTING POWER OF 
Exports AND OF EXTERNAL Receipts, 1948-58! 








ar Exports External Receipts 
Argentina? 16.5 10.5 
Australia’ 11.6 11.1 
Belgian Congo 10.4 11.6 
Bolivia® 15.9 16.8 
Brazil 9.2 15.9 
Burma® 11.0 21.2 
Ceylon® 9.2 7.6 
Chile 10.1 11.2 
Colombia 11.5 11.8 
Costa Rica 14.0 12.1 
Cuba 10.0 10.3 
Dominican Republic 9.4 14.7 
Ecuador 15.7 16.2 
Egypt 9.4 12.5 
E] Salvador 10.6 10.4 
Ethiopia 13.7 13.1 
Finland 13.4 10.1 
Ghana® 10.7 14.9 
Guatemala 12.3 11.7 
Haiti® 19.3 15.1 
Honduras‘ 11.9 9.4 
Teeland 14.2 17.0 
India? 8.1 10.9 
Indonesia® 13.4 12.9 
Ireland® 8.8 10.3 
Israel> 13.8 8.7 
Mexico 9.0 9.9 
New Zealand 6.3 9.8 
Nicaragua 17.4 13.4 
Pakistan® 14.3 20.9 
Paraguay* 8.6 15.7 
Peru 7.8 9.4 
Philippines 11.4 9.2 
Sudan 17.9 21.5 
Thailand 13.9 14.4 
Union of South Africa 9.5 8.3 
Uruguay” 18.8 19.7 
Venezuela 9.7 19.9 
Average 12.1 13.2 





Sources: For sources of export data, see Table 1. External receipts are IMF staff 


computations based on data in International Monetary Fund, Balance of Payments 
Yearbooks. 


1 Except as otherwise indicated. 
2 1952-58. 





3 1950-58. 
4 1949-58. 
5 1951-58. 


6 1949-54, 1956-58. 


7 1948-57. 
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To some extent, fluctuations thus generated in domestic incomes can 
be alleviated by governmental action involving contractionary policies 
in periods of high export proceeds and expansionary policies in periods 
of low proceeds. The arrangements, which are very widely used, for 
stabilizing the prices and incomes of agricultural producers, including 
those producing for export, constitute perhaps the most powerful of these 
stabilizing devices, but something can also be done by more general 
budgetary and monetary policies, of the sort mentioned below (page 17). 
Indeed, a certain amount of budgetary offsetting will take place auto- 
matically if tax rates are kept unchanged. In some countries, however, 
stabilization operates more effectively against deflationary than against 
inflationary impulses. It is often more difficult for governments to run a 
budget surplus or contract credit when exports boom than to run a 
deficit and expand credit when exports slump. Even when price stabili- 
zation schemes for export commodities exist, their profits in good times 
may be used to finance developmental and other public expenditure 
while their losses in bad times give rise to budget deficits financed by the 
banking system. The appearance of one-sided stabilization may some- 
times be due mainly to the persistence of an underlying inflationary 
trend, now stimulated, and now retarded, according as the influences 
from the export sector are inflationary or deflationary. In most cases, 
however, it is probable that, over the longer run, export instability as 
such has a net inflationary effect. 

Fluctuations in the importing power of exports or of external receipts, 
unless offset, tend to give rise to fluctuations in imports. As will be seen 
from Chart Series II, the imports of primary producing countries in the 
postwar period, though moving more closely with external receipts than 
with exports alone, have in some cases moved rather differently even 
from the former, because of the leeway provided by reserves. However, 
in the average primary producing country, the magnitude of year-to-year 
variations in imports (12.2 per cent) has been practically the same as 
that of variations in the importing power of exports. Fluctuations in 
imports as severe as those which have occurred in some countries are 
likely to be associated with sizable variations in real consumption or 
investment. To the extent that the instability in exports or other foreign 
exchange receipts reacts through its monetary repercussions on the level 
of domestic production for the home market, the variations of real 
expenditure will be even greater, in absolute magnitude, than those of 
imports. In particular, the flow of real expenditure on investment is 
likely to suffer interruption, both because of the sensitivity of investment 
to general prosperity and because of its high import component. Such 
instability in investment and consumption clearly has undesirable 
implications from both social and economic standpoints. 
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To some extent, the adjustment of imports to fluctuations in exports 
tends to arise more or less automatically as a result of the variations in 
money prices and incomes to which these export fluctuations give rise. 
Such influences on income, however, operate with a certain time lag, so 
that incomes and import demand go on rising for some time after export 
proceeds have turned down. Moreover, when, as is frequently the case, 
export fluctuations are superimposed on a domestic situation char- 
acterized by persistent inflationary pressure, it is not surprising that any 
incipient decline or even leveling off in export proceeds should suffice to 
provoke a payments crisis. At this point, countries often have recourse, 
first, to an intensification of restrictions on imports and payments and, 
later, in order to escape from the resulting complications and the serious 
contraction of their foreign trade, to an adjustment of the exchange rate. 

Many of the adverse consequences of export instability that have 
been discussed above are experienced in some degree by industrial as well 
as by primary producing countries. For many primary producers, 
however, the effects of export fluctuations are more severe and difficult 
to cope with, partly because the level of per capita income is low, but 
mainly because the fluctuations are superimposed on a static, or at least 
insufficiently progressive, long-term trend in importing power. Inspection 
of Chart Series I indicates that for many primary producing countries 
the importing power of exports has shown little tendency to increase over 
the long run, while for others the increase that took place from the 
prewar to the postwar period has not persisted during the postwar period, 
a circumstance that has serious implications for countries of rising 
population whose development is largely dependent on the importation 
of capital goods. Solutions for this problem are to be sought, however, 
not in the sphere of compensatory financing, but rather in a more liberal 
attitude by industrial countries toward imports from primary producing 
countries and in a stepping up of the flow of long-term capital to these 
countries, that they may the more speedily diversify their exports—in 
some cases through further industrialization. 


Part II. Compensatory Financing and the 
International Monetary Fund 


NATURE OF COMPENSATORY FINANCING 


Two broad lines of policy have been applied or suggested to alleviate 
the problems arising from short-term fluctuations in the value of exports 
of primary products. One approach aims at stabilizing the proceeds 
that countries derive from the export of particular primary products, 
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mainly through stabilizing the prices at which the products are traded 
internationally. The intention of this approach is to curtail at the source 
all the various forms of instability, internal as well as external, that have 
been described above as consequential on fluctuations in export proceeds. 
The other approach is to offset the fluctuations in the external purchasing 
power of exports, or of foreign exchange receipts in general, by various 
forms of compensatory financing. The two approaches are not mutually 
exclusive but can be applied in conjunction. Unlike arrangements that 
seek to stabilize export prices, compensatory financing will do nothing 
directly to iron out the income fluctuations in primary producing coun- 
tries that result from export fluctuations; any stabilization of domestic 
incomes, whether in the export sector or in the economy generally, will 
require separate measures of monetary and budgetary policy. 

Compensatory financing is usually considered by those discussing 
commodity problems to involve international transfers, on a grant or 
loan basis. The concept, however, should logically be broadened to 
include variations in the accumulation and decumulation of national 
reserves of gold and foreign exchange. This is the general use of the term 
“compensatory financing” in the context of balance of payments 
analysis. Reserve movements, loans and repayments, and unilateral 
transfers of various sorts can all, in principle, be used to offset fluctua- 
tions in a country’s external receipts from exports and other items, and 
thus to permit some stabilization of imports. Thus conceived, com- 
pensatory financing offers a comprehensive way of mitigating fluctua- 
tions in a country’s external purchasing power; and the fact that in some 
forms it can be carried out by purely national action and in others by 
bipartite arrangements with international organizations or individual 
foreign countries frees it from some of the difficulties of international 
negotiation that beset most attempts at the stabilization of export 
prices. 

The need for compensatory financing, as defined above, is not confined 
to export fluctuations alone, or even to fluctuations in external receipts 
as a whole, including capital movements. Import fluctuations also may 
require such financing. Frequently, the fluctuations reflect errors in 
policy which ought to be corrected; while corrective measures are taking 
effect, however, the fluctuations have to be financed. 

Since compensatory financing is required to meet surpluses and 
deficits in the balance of payments as a whole, any question as to the 
appropriate use of compensatory financing is in effect a question about 
the policy that a country should pursue with respect to its balance of 
payments as a whole. The answer follows from the character of the 
financing that is in question here. Reserves that are run down have to be 
restored; and money borrowed to replenish reserves has to be repaid. 
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Hence the aim must be to maintain the international accounts in 
approximate equilibrium over a reasonable period of time in the sense 
that deficits in bad years are balanced by surpluses in good years. In 
other words, the level of imports, though it need not respond in full to 
every short-run fluctuation in exports or other external receipts, should 
be adjusted to the longer-term trend in importing power. 

The distinction between trend movements and short-term fluctuations 
in the importing power of exports or in total importing power is neces- 
sarily a somewhat arbitrary one. The trend is simply a smoothed out 
version of actual movements as defined, for example, by a moving 
average. The shorter the period of the moving average, the more flexible, 
obviously, will be the trend and the smaller and shorter the fluctuations. 
There is no absolutely “right” period, but in view of the difficulty of 
forecasting developments in the balance of payments, the period of 
“trough” to “‘peak’’ in any fluctuations in importing power that is to be 
deemed suitable for compensatory financing should not, as a rule, be 
longer than two or three years. If, as in the present paper, the trend 
figure for the importing power of exports is calculated as a five-year 
moving average, the average interval from trough to peak is for most 
countries a little over two years, though some intervals are longer than 
three years. 

Any country that desires to pursue the sort of policy described above, 
without resort to import restrictions or fluctuating exchange rates, will 
have to try to keep the general level of monetary demand as well as the 
level of imports reasonably adjusted to the trend in its importing power. 
This calls for a skillful financial policy. When exports or other current 
external receipts appear to be rising above the trend, domestic expendi- 
tures, both public and private, must be curtailed to a corresponding 
extent. Taxes must be raised, public expenditures reduced, and bank 
credit tightened. Some help in this may be obtained if, through 
marketing schemes or otherwise, part of the abnormal profits arising 
from the high level of exports can be withheld and sterilized. Only if 
these things are done in times of high receipts can the opposite policies 
be safely pursued when receipts are below the trend level. 

In view of the difficuities involved in distinguishing short-term 
fluctuations in importing power from movements in the underlying 
trend, in determining those target levels of national income which would 
suffice to hold actual imports to the trend in importing power and in 
attaining the target level of national income with the policy instruments 
available, most governments would do well not to insist on a complete 
insulation of the economy against short-term fluctuations by means of 
compensatory financing, but to be content with achieving a merely 
partial insulation. This is particularly true where the financing takes the 
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form of borrowing, in bad times, foreign exchange that later has to be 
repaid. Precisely what degree of compensation should be aimed at, 
however, will depend on the circumstances of the country concerned." 

Whatever the extent of compensation for short-term fluctuations, 
financial policies will have to be such as to permit, or promote, appre- 
ciable changes in the general level of monetary demand from year to 
year to correspond to changes in the longer-term trend of importing 
power. For the average primary producing country, the year-to-year 
change in the five-year moving average of export proceeds amounted to 
7 per cent in the interwar period and 6 per cent in the postwar period, 
though it should be noted that the latter figure offered less serious 
difficulties of adaptation in that it represented in most cases an upward 
movement. In many countries, even if a downward trend in foreign 
exchange earnings should impose a moderate decline in the target level 
of money income, prices and costs are sufficiently flexible for this to be 
carried out without much detriment to economic activity or develop- 
ment. If, however, the downward trend were so severe and costs so 
inflexible as to threaten a serious setback to economic activity, some 
adjustment of the rate of exchange might well be preferable to any 
attempt to meet the situation by imposing or intensifying restrictions 
on imports or current payments. 


PRINCIPLES GOVERNING THE USE OF FUND RESOURCES 


What has been said suggests that, if primary producing countries 
desire to shield their incomes and imports in some measure from dis- 
turbing influences of a short-term nature affecting their balance of 
payments, they may minimize income fluctuations by means of domestic 
policies and may offset short-term deviations from the trend of their 
importing power by reserve movements, supplemented to an appropriate 
extent by short-term borrowing from abroad. 

Among the principal potential sources of short-term financial 
assistance is the International Monetary Fund, which provides such 
assistance by selling foreign currency to its members, under appropriate 
conditions, in exchange for domestic currency. The Fund was established 
to promote international monetary cooperation, exchange stability, and 
the elimination of exchange restrictions, and to facilitate the expansion 
and balanced growth of international trade. In pursuance of these 
objectives it was endowed with substantial resources which are intended, 


4 Chart Series II would suggest that a number of countries are already applying a 
measure of compensatory financing, in that the movement of their imports is appreciably 
smoother and more stable than that of the importing power of their exports. Examples are 
ae _ Rica, El Salvador, Ethiopia, Ghana, Guatemala, Haiti, Mexico, and 

ailand. 
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in the words of Article I (v) of its Articles of Agreement, to be made 
available to its members “under adequate safeguards, thus providing 
them with opportunity to correct maladjustments in their balance of 
payments without resorting to measures destructive of national or 
international prosperity.” 

Subsequent interpretation of the Articles of Agreement has made it 
clear that the resources of the Fund may be used, in accordance with its 
purposes, to give assistance to members in financing temporary balance 
of payments deficits. on current account for monetary stabilization 
operations, and this is understood to include assistance in connection 
with seasonal, cyclical, and emergency fluctuations in the balance of 
payments.’ Balance of payments deficits arising out of short-term 
fluctuations in world demand for a country’s exports would clearly fall 
within this category, provided that the member’s policies are such as to 
enable it, with the financial assistance it obtains from the Fund, to 
overcome its difficulties within a reasonably short period of time. 

Criteria for the use of Fund resources were laid down by the Executive 
Board decision of February 13, 1952, as set forth in the Annual Report 
for 1952 (pages 87-90). According to these principles, exchange pur- 
chased from the Fund should not remain outstanding beyond a period 
reasonably related to the payments problem for which it was purchased 
from the Fund, and the period involved should normally fall within an 
outside range of three to five years. This period would appear to be 
sufficient to deal with balance of payments fluctuations of a genuinely 
short-term character, including any that are due primarily to fluctuations 
in exports, especially if the first onset of any abrupt decline in export 
proceeds is met out of national reserves, and Fund reserves are drawn 
upon only in the second place. 

There is no precise legal limit to the total amount of foreign exchange 
that a member is able to draw from the Fund’s resources, but its access 
to these resources is related in a general way to the amount of its quota. 
Without a waiver, a member cannot in any twelve months purchase 
exchange equivalent to an amount exceeding 25 per cent of its quota, nor 
may its purchases be such as to cause the Fund’s holdings of its currency 
to exceed 200 per cent of its quota. For most members of the Fund,” 
the latter limit would imply a maximum drawing of 125 per cent of 
quota. However, both of these limits may be waived by decision of the 
Executive Board, which will be guided in its decisions by its view of the 
requirements of the case in the light of the policies of the member and 


16 International Monetary Fund, Summary Proceedings of the First Annual Meeting of 
the Board of Governors (Washington, D.C., November 1946), p. 106. 

16 That is, those whose original currency subscriptions either did not exceed 75 per cent 
of quota or have been reduced by subsequent repurchase to that figure. 
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the purposes of the Fund. Waivers permitting drawings in any year in 
excess of 25 per cent have been granted frequently, whenever such 
drawings have appeared to be required in accordance with the purposes 
of the Fund, but no waivers have yet been granted permitting drawings 
that would increase the Fund’s holdings of a member’s currency above 
200 per cent of quota. Indeed, no member has yet arranged for drawings 
exceeding 100 per cent of quota. 

The general policy with regard to the amounts of drawings, as it has 
developed in recent years, is that an increasing degree of justification is 
expected, the larger the drawing in relation to quota. Drawings within 
the so-called “‘gold tranche”’ (i.e., drawings that do not raise the Fund’s 
holdings of a member’s currency above 100 per cent of its quota) are 
invariably granted unless there are overwhelmingly strong reasons for 
not doing so; as regards drawings within the first credit tranche (i.e., 
drawings that raise the Fund’s holdings of a member’s currency above 
100 per cent but not over 125 per cent of its quota), the Fund’s attitude 
to requests for drawings is a liberal one, provided that a member wishing 
to make such a drawing is also itself making reasonable efforts to solve 
its problems. Members’ requests for drawings or stand-by arrangements 
beyond the first credit tranche are likely to be favorably received when 
they are intended to support well-balanced and adequate programs which 
are aimed at establishing or maintaining the enduring stability of the 
currencies concerned at realistic rates of exchange.!” 


UNDESIRABILITY OF AUTOMATISM IN USE OF FUND RESOURCES 
FOR COMPENSATORY PURPOSES 


Most of the schemes that have been put forward involving multilateral 
arrangements for the compensatory financing, or insurance, of com- 
modity price fluctuations have envisaged that the amount of the pay- 
ments to be made or received by any participant would be determined 


17 See Annual Report of the Executive Directors, 1955, pp. 84-85, and 1957, pp. 119-20. 

Much Fund assistance in recent years has been provided in the form of, or within the 
framework of, stand-by credit arrangements, a procedure initiated in 1952, whereby a 
member receives assurance that, during a fixed period of time, and subject to certain 
conditions in appropriate cases, transactions up to a specified amount will be made 
whenever the member wishes to draw. Such arrangements are now granted most often 
for a period of twelve months or six months if the member’s problem is purely seasonal, 
but are renewable. In considering a request for a stand-by arrangement or a renewal of a 
stand-by arrangement, the Fund applies the same policies that are applied to requests 
for immediate drawings, including a review of the member’s position, policies, and prospects 
in the context of the Fund’s objectives and purposes. Frequently, stand-by arrangements 
are accompanied by a declaration on the part of the country concerned regarding the 
policies which it intends to pursue. In most cases, the country undertakes to consult with 
the Fund if unable to carry out certain of the policies specified in its declaration of intent 
and to renegotiate with the Fund the understandings on which further drawings may be 
made. 
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more or less automatically, according to the movement of prices or unit 
values in relation to some pre-established norm. Similarly, some of the 
proposals for the operation of national marketing schemes have provided 
that the price to be paid to producers, and hence the foreign exchange 
earnings and disbursements of the marketing organizations themselves, 
should be determined by a formula of the moving average type. Less 
formal suggestions have occasionally been made that Fund assistance 
for the purpose of compensating for fluctuations in export prices or 
export receipts should likewise be made available on some more or less 
automatic basis, being treated differently in this respect from Fund 
assistance for other types of payments difficulty. For reasons which 
have been discussed in the opening section of Part II, however, this 
would not be a desirable or a feasible course. 

In the first place, the magnitude of the compensable fluctuations 
themselves can be assessed only on the basis of some prior estimate as 
to the “trend” or “normal” value for the balance of payments items in 
question; and this trend value, in turn, cannot be determined by any 
automatic formula but only by the exercise of judgment guided by 
intelligent anticipation. This is true even for exports, and doubly true 
for complex entities such as “external receipts’? which include other 
payments items. Again, the decision as to the extent to which fluctuations 
in exports or in external receipts should be compensated for by financing 
and the extent to which they should be offset by fluctuations in imports 
is pre-eminently a matter for judgment and expert evaluation. 

Even if some reasonable convention could be established for determin- 
ing by formula the short-term fluctuations in selected balance of 
payments items, such as exports, variations will inevitably occur in other 
items which will affect, and ought to affect, the amount of compensatory 
financing employed. These include not only variations resulting from 
factors outside the control of the authorities, but also variations, e.g., 
in imports, which result from errors of policy that may have been more 
or less inevitable or from mistaken policies that have since been aban- 
doned. Moreover, how much Fund assistance is required will depend not 
only on how much compensatory financing is appropriate but on how 
much of this financing should take the form of use of the national 
reserves. This will depend on the reserve situation and will vary from 
country to country and from time to time. 

It might be considered that some of these difficulties could be overcome 
if there were two sorts of Fund drawings, those related to the com- 
pensatory financing of fluctuations in export proceeds, to be determined 
(on the assumption that this procedure is feasible in all other respects) 
on the basis of some formula, and those designed to take care of the other 
aspects of the payments situation, to be arranged as at present. Such a 
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distinction, however, would be illusory if the amount of the automatic 
compensatory drawings should fall short of the sum that the Fund 
would otherwise have been willing to provide, since in that case the 
“ordinary” nonautomatic drawings would be adjusted to produce the 
total assistance that appeared to be necessary. If, on the other hand, the 
“automatic” assistance should exceed the total amount the Fund would 
otherwise have provided, it would be undesirable, since it would mean 
that assistance was being given where it was not really needed and might 
lead to the adoption of unduly inflationary policies. 

Finally, Fund financing, particularly in the higher quota-tranches, 
is made available only to member countries that are making serious 
efforts to resolve their payments disequilibria within a reasonably short 
period and at the same time striving to minimize the use of undesirable 
exchange practices. If Fund assistance in the compensatory financing of 
such fluctuations were given automatically and unconditionally, it would 
seem inevitable that its ability to influence countries toward the adoption 
of appropriate policies would be seriously impaired. 

It has, on occasion, been suggested either that a special category of 
Fund assistance should be provided to help finance the accumulation of 
stocks in exporting countries during temporary recessions in world 
demand, or at least that the accumulation of such stocks creates a 
particularly strong case for requesting assistance from the Fund.'® 

Against some of the variants of this proposal, the arguments already 
advanced against automatism and against any multiplication of types 
of Fund assistance are applicable. It should be added that, if two 
countries have a payments deficit of similar magnitude, the fact that in 
one of them the deficit arises in part from accumulation of goods that 
would otherwise have been exported would scarcely strengthen that 
country’s claim on Fund resources unless it could be shown that its 
. action was likely to assist in smoothing out fluctuations in world prices, 
and hence in mitigating the instability of demand for other countries’ 
exports. Experience does not suggest that the stock policies which 
exporting countries undertake on their own initiative are in general 
likely to have this effect. Even in favorable cases, the Fund could not 
give great weight to a consideration the validity of which depends on 
probable developments in individual commodity markets which are so 
difficult to predict. 


Past FUND TRANSACTIONS AND COMMODITY FLUCTUATIONS 


There have been a number of cases in which declines in export proceeds 
were an important contributory factor justifying the use of Fund 


18 General Agreement on Tariffs and Trade, Trends in International Trade, A Report by 
a Panel of Experts (Geneva, October 1958), p. 64. 
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resources. An early, though atypical, case was the drawing by Yugoslavia 
in 1949, when the country’s export earnings fell off considerably owing 
to the loss of Eastern European markets. A number of countries used 
Fund resources to mitigate the impact of the downturn in receipts after 
the Korean boom. The drawing by Australia in August 1952 followed a 
sharp reversal, from the 1950-51 season to the 1951-52 season, in wool 
prices and export receipts. Though Australia drew heavily on its sterling 
reserves accumulated the year before, Fund resources were sought to 
meet dollar payments. Repurchase followed after the recovery of export 
receipts in the next two seasons. Finland used Fund resources late in 
1952 when a decline in export receipts made it difficult to pay for 
increased imports resulting from more liberal licensing during the 
preceding boom. 

In recent years, declines in export prices and receipts have figured 
more prominently among the reasons which led to drawings or to the 
conclusion of stand-by arrangements with the Fund. Falling prices and 
receipts for rice were part of the reason for the drawing by Burma early 
in 1956, after a heavy drain on reserves in the two preceding years. In 
1957 and 1958, when an expansion in the capacity to produce nonferrous 
metals, coinciding with a slowdown in demand, caused a sustained 
weakening in their prices, a number of primary exporting countries 
used Fund resources. The drawings of Chile in 1957 and those of Bolivia 
in 1957 and 1958, both under stand-by arrangements, were prompted by 
reduced export receipts; similar reasons were partly responsible for the 
drawings of Peru in 1958 and 1959. The effect of declining world prices 
for primary products on the export position of the Union of South Africa 
was a contributory factor in that country’s request for a gold tranche 
drawing and a stand-by for a further amount concluded early in 1958. 
Other countries, particularly exporters of coffee, have drawn on the 
Fund for the purpose of facilitating adjustment to a lower level of 
earnings. The drawing by Nicaragua in November 1956 exemplifies the 
use of Fund resources to meet a shortfall in export receipts due to a poor 
crop, in this case of cotton. 

While the Fund has shown its readiness to assist its members in 
meeting short-term payments difficulties arising from external causes, 
including commodity fluctuations, it cannot be said that the greater 
part of its transactions with primary producing countries have been of 
this character. The volume of new transactions with such countries has 
been as high in years of high commodity prices and high export proceeds 
as in years of low prices and low proceeds. In part, this is because the 
amount of assistance the Fund is called upon to provide depends not 
only on the extent to which member countries find themselves in difficult 
payments situations but also on their desire to approach the Fund for 
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assistance and to enter into understandings as to policy as a proper 
basis for such assistance. More important, however, is the fact that 
balance of payments deficits and difficulties, even in primary producing 
countries, are by no means exclusively caused by, nor do they necessarily 
coincide in time with, variations in export proceeds, or even in external 
receipts as these have been defined. As is apparent from Chart Series II, 
imports in some countries vary quite widely as a result of changes in 
internal demand, in the severity of import restrictions, and in exchange 
rates, and often exceed external receipts at times when the latter are 
still at a relatively high level. The principal cause of payments difficulties 
in primary producing countries, in the experience of the Fund, has been 
not failure in export demand but domestic inflation, which tends not 
only to swell imports but also to deter foreign investors and to stimulate 
domestic capital flight. In order to check the payments deficits which 
thus arise, countries have frequently resorted, in the past, to import and 
exchange restrictions, bilateral agreements, multiple exchange rates, ete. 
A time comes, however, when countries, seeing the insufficiency of these 
palliative measures, are prepared to make a determined effort to check 
inflation, dismantle restrictions, and stabilize incomes at a realistic rate 
of exchange. The Fund naturally wishes to assist its members in over- 
coming payments difficulties, from whatever source they may arise, 
provided that the members concerned are taking steps to restore financial 
stability and in other ways move toward the achievement of the objec- 
tives which the Fund was set up to promote. Most Fund assistance has 
been directed toward providing a breathing space until remedial policies 
could take effect, and has been furnished to countries whose export 
proceeds were not necessarily at an abnormally low level. 


MAGNITUDE OF FUND QUOTAS IN RELATION TO NEED FOR 
COMPENSATORY FINANCING 


The question arises whether the amount that primary producing 
countries can expect to be able to draw from the Fund is likely to be 
sufficient, in conjunction with their other resources, to enable them to 
overcome the payments problems that arise out of fluctuations in 
exports. Some light may be thrown upon this by comparing (1) the 
amount of compensatory financing that might be required by such a 
country during a period of subnormal exports to maintain the purchasing 
power of exports on a smoothly changing trend with (2) what may be 
termed its “‘potential external liquidity,” consisting of the amount of 


reserves it possesses together with its maximum potential use of Fund 
resources. 





cc wmf »« 





COMPENSATORY FINANCING OF COMMODITY FLUCTUATIONS 25 
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Let us assume that the need for compensatory receipts in any year is 
related to the shortfall or deficiency of actual export proceeds in that 
year, compared with the normal or trend value of such proceeds. The 
need for compensatory receipts over any set of consecutive years will 
then be related to the sum of the shortfalls, less any excesses, of actual 
exports, compared with trend, over the years in question. On this 
assumption it has been calculated that for the average primary producing 
country that is a member of the Fund the largest cumulative shortfall of 
exports below trend in the interwar period amounted to over 42 per 
cent of current annual exports, and the largest in the postwar period to 
almost 22 per cent of current exports. 

As explained above (page 19), a member of the Fund cannot normally 
draw beyond the point at which the Fund’s holdings of its currency 
would exceed 200 per cent of its quota, though a waiver or waivers 
would be required to enable it to reach this limit over any short period 
of time, and though the limit itself is not inflexible but might, by means 
of a waiver, be exceeded. If a member’s potential use of Fund resources, 
as of the end of 1959, is reckoned on this basis—allowance being made 
for previous drawings then outstanding—it may be estimated that for 
the average primary producing member potential external liquidity at 
end-1959 amounted to over 60 per cent of current exports. Of the latter 
figure, national reserves! amounted to over 45 per cent, and potential 
Fund drawings to over 15 per cent, of exports. 

In assessing the significance of these figures, and of the corresponding 
data for individual countries, conflicting considerations have to be 
borne in mind. In the first place, as has already been suggested, most 
countries should probably not attempt to offset fluctuations in export 
proceeds and other external receipts by means of compensatory financing 
alone but should allow imports also to vary to some extent in sympathy. 
Again, periods of severe recession in export proceeds often follow upon 
periods in which exports have been appreciably more than normal and 
in which, therefore, reserves and unused drawing facilities in the Fund 
ought to be relatively high. Some weight should also be attached to the 
experience of recent years when Fund members have found, increasingly, 
that once they have entered into a stand-by arrangement with the Fund, 
they have been able to supplement this assistance by parallel arrange- 
ments for credit facilities from other international organizations, 
government agencies, and commercial banks. More generally, account 
has to be taken of the fact that in addition to the Fund there are other 
sources, private and official, national and international, from which a 
country may hope to obtain assistance in meeting payments difficulties. 


19 Gross liquid reserves, excluding illiquid bilateral balances and reserves pledged as 
collateral. 
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On the other hand, fluctuations in capital movements and other 
invisibles frequently increase the need for liquidity. Still more important 
is the fact that, even with the most skillful handling of internal financial 
policy, erratic increases in imports do take place and by ill chance they 
may happen to coincide with a period of subnormal exports. Moreover, 
reserves cannot be used to the last drop. In many countries, some part of 
them is immobilized in the short run as backing for the currency. And in 
general they cannot be run down too far without provoking alarm that 
is likely to lead to capital flight. 

When all these factors are taken into account, it would appear that 
for the average primary producing country the level of international 
liquidity, including its drawing potential with the Fund, is sufficient to 
enable it to deal satisfactorily with payments difficulties arising out of 
fluctuations in exports and other external receipts of the order of those 
experienced since World War II (or, indeed, before World War I). What 
is more important, the same appears to be true for the majority of 
individual countries. Less than one third of the countries would have to 
use more than half of their potential external liquidity in order to cover 
the largest cumulative shortfall of exports below trend in the postwar 
period. 

The case is otherwise with fluctuations of the order of those prevailing 
in the interwar period. At that time, the largest cumulative shortfall 
from trend in the import equivalent of exports, which occurred for 
almost all countries during the Great Depression of the 1930’s, amounted 
in the average country to over 42 per cent of annual exports, or about 
two thirds of the end-1959 level of potential external liquidity. This 
depression was so severe and prolonged that—as can be seen from 
Chart Series I—it gave rise not only to a substantial decline in the trend 
around which export fluctuations are measured but also to considerable 
deviations from trend. 

The upshot of this discussion would seem to be that Fund quotas, to 
the extent that they have not already been drawn upon, are adequate to 
provide its primary producing members with a supplement to liquidity 
which, in the majority of cases, should be sufficient, in conjunction with 
their own resources, to enable them to deal with such payments problems 
as are created by short-term fluctuations in exports or in external 
receipts of the order experienced since World War II (or before World 
War I), provided that they do their best to keep their incomes and costs 
adjusted to the longer-run changes in their external purchasing power. 
Should fluctuations occur of the order of those experienced in the 1930's, 
or even in the early 1920’s, a good many countries would no doubt 
experience payments difficulties, with reserves and Fund quotas at their 
present levels, even if their policies were exemplary. Even apart from 
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demand fluctuations of this order, which it is hoped will not recur, 
individual countries will no doubt be confronted, from time to time, with 
payments difficulties arising from internal inflationary pressures or 
adverse long-term trends in importing power. 


RESOURCES OF THE INTERNATIONAL MoNneETARY FuND 


The question might be raised whether the Fund has sufficient resources 
in gold and foreign exchange to enable it to furnish the degree of assist- 
ance to primary producing countries that has been assumed to be 
possible. Here the situation is a favorable one. Fund resources have 
recently been enlarged by means of a general increase in quotas. Its 
holdings of gold amount to over $2.9 billion and its holdings of currency 
to over $10.3 billion, of which over $2.1 billion consists of U.S. dollars 
and almost $4.8 billion of the currencies of other industrial countries, 
most of which are, for practical purposes, convertible. Against this, the 
unused drawing potential of primary producing countries amounts to 
some $2.8 billion. Moreover, as shown in this paper, the fluctuations in 
the export proceeds of primary producing countries—and still more the 
fluctuations in their external receipts as a whole—arise from varied 
causes and do not all coincide in time. In the average postwar year, the 
deviation from trend in the aggregate exports of 43 primary producing 
countries has been about 60 per cent of that of the average individual 
primary producing country. There is evidence here of some tendency 
for the receipts of different primary producing countries to vary together, 
but there is enough discrepancy in the timing to reduce significantly the 
possible drain on Fund resources when exports are subnormal. 

There is, of course, no suggestion that Fund resources are intended 
for the use of primary producing countries alone. Industrial countries 
also have a claim on Fund assistance in time of need. Their quotas in the 
aggregate amount to some 72 per cent of total Fund quotas, and as 
shown above, the export fluctuations in the average industrial country 
are not so much smaller than those in the average primary producing 
country as is frequently assumed. On the other hand, the same factors— 
low commodity prices—which tend to create payments difficulties for 
primary producing countries tend to improve the payments situation of 
industrial countries as a group. More important is the fact that the 
payments difficulties of individual industrial countries are less likely to 
coincide in time than are those of primary exporting countries. When 
they do occur, most industrial countries, having larger reserves in 
relation to possible deficits than have primary producing countries, 
should be less dependent than the latter on Fund assistance. In the past, 
industrial countries, though accounting for some 72 per cent of Fund 
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quotas, have been responsible for only some 56 per cent of Fund draw- 
ings. Moreover, this proportion may tend to decline, owing to the 
improved reserve position of industrial countries and their increased 
willingness to use monetary and budgetary policies to check incipient 
inflationary tendencies such as have frequently led to payments 
difficulties in the past. There is, therefore, no reason why shortage of 
resources should be a factor limiting the amount of assistance that the 
Fund would otherwise consider it desirable to give to its members. 


TaBLe 4. VaLue or Exports or Primary Propucine Countriss, 1902-13 
(In millions of U.S. dollars) 




















Argentina Australia Brazil Chile Costa Rica Cuba 
1902 179 Mics aeaxe 69 are ee 
1903 221 Boe Bek 72 nee we 
1904 264 203 202 80 7 94 
1905 323 230 228 98 9 118 
1906 292 265 271 101 9 114 
1907 296 310 277 103 10 109 
1908 366 246 225 118 8 99 
1909 397 284 325 113 8 131 
1910 389 352 322 121 9 158 
1911 342 341 344 125 9 136 
1912 502 336 375 141 10 154 
1913 519 375 317 146 10 164 
Egypt Finland India Mexico New Zealand Peru 
1902 90 39 410 87 66 18 
1903 98 41 487 96 73 19 
1904 104 41 502 103 72 20 
1905 102 48 515 136 76 28 
1906 124 54 565 124 88 28 
1907 140 51 567 121 98 28 
1908 106 47 488 115 79 26 
1909 130 49 598 129 96 31 
1910 144 56 684 146 108 34 
1911 143 61 743 148 93 36 
1912 173 65 802 149 106 45 
1913 158 77 814 130 112 44 
Union of 
Portugal Spain South Africa Uruguay 
1902 26 aks ads 34 
1903 29 ee 37 
1904 29 186 38 
1905 27 196 31 
1906 29 186 198 33 
1907 28 186 222 35 
1908 26 179 209 40 
1909 29 182 235 45 
1910 33 191 255 41 
1911 31 192 270 42 
1912 31 226 301 49 
1913 32 191 318 68 





Sources: Die Wirtschaft des Auslandes; U.S. Department of Commerce, Foreign 
Commerce Yearbook, 1939; United Nations, Yearbook of International Trade Statistics, 
1957 (Volumes I and II); International Monetary Fund, International Financial Statistics. 














COMPENSATORY FINANCING OF COMMODITY FLUCTUATIONS 29 


TaBLe 5. VaLure or Exports or Primary Propucine Countriss, 1920-38 


(In millions of U.S. dollars) 














Belgian 

Argentina Australia Congo Bolivia Brazil Ceylon Chile 
1920 934 491 a 395 104 214 
1921 485 475 ec 15.9 224 67 123 
1922 554 550 22.6 24.6 301 85 110 
1923 604 507 28.8 34.3 337 117 184 
1924 787 629 22.2 34.2 420 132 199 
1925 793 745 29.9 40.3 495 190 226 
1926 721 707 23.8 41.8 360 194 199 
1927 971 676 29.3 43.7 432 174 202 
1928 1,017 625 34.1 39.9 474 152 236 
1929 907 599 40.2 50.8 456 154 277 
1930 513 429 42.0 36.0 315 118 164 
1931 428 324 30.7 19.7 238 82 102 
1932 331 269 18.6 10.4 176 50 34 
1933 347 367 22.7 15.0 218 63 52 
1934 424 403 39.7 30.7 290 101 95 
1935 513 449 44.6 34.9 272 94 96 
1936 549 511 38.5 36.5 322 101 113 
1937 758 595 71.2 44.2 350 124 193 
1938 438 530 43.4 34.6 289 104 139 

Dominican 

Colombia Costa Rica Cuba Republic Ecuador Egypt E] Salvador 
1920 64 12.4 794 58.7 22.3 321 ey 
1921 56 11.8 278 20.6 9.63 144 ars 
1922 49 14.2 325 15.2 10.8 221 16 
1923 57 12.8 421 26.0 10.2 274 17 
1924 85 16.6 435 30.3 12.4 298 24 
1925 83 16.4 353 26.8 16.0 293 17 
1926 110 19.0 302 24.9 12.8 208 25 
1927 106 18.1 324 31.2 18.2 241 14 
1928 128 19.6 278 28.8 19.6 281 24 
1929 122 18.2 272 23.7 17.2 261 18 
1930 101 16.3 167 28.6 16.1 156 13 
1931 78 14.3 119 13.1 11.3 119 11 
1932 63 8.53 81 11.2 8.21 91 5 
1933 56 10.7 85 9.63 7.38 121 8 
1934 76 8.7 109 12.9 12.05 162 9 
1935 70 8.25 127 15.5 11.35 175 10 
1936 7 8.31 155 15.2 13.9 172 10 
1937 86 11.5 186 18.1 14.9 200 15 
1938 81 10.1 143 14.3 12.6 147 10 
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TaBLE 5 (continued). VALUE oF Exports oF Primary Propucine Countrigs, 1920-38 


(In millions of U.S. dollars) 


INTERNATIONAL MONETARY FUND STAFF PAPERS 














Finland Ghana Greece Guatemala Haiti! Iceland India 
1920 113 ae 76 18.1 Ber 880 
1921 83 ate 56 12.1 ae 648 
1922 96 me 82 11.6 seg 933 
1923 118 Sage 44 14.7 15 1,082 
1924 125 44 59 24.5 14 1,321 
1925 140 53 71 29.7 19 a 1,407 
1926 142 59 68 29.0 20 te 1,122 
1927 159 66 80 33.9 15 14 1,186 
1928 158 63 79 28.2 22 21 1,084 
1929 162 57 90 24.9 17 16 1,191 
1930 136 44 75 23.6 14 13 839 
1931 104 30 54 15.2 9 9 517 
1932 72 22 34 10.7 4 8 364 
1933 98 26 37 9.3 11 10 490 
1934 139 29 52 14.8 11 11 622 
1935 136 33 67 12.5 7 11 641 
1936 159 47 68 15.1 9 11 758 
1937 205 61 86 16.1 9 13 720 
1938 180 32 90 16.3 if 13 614 

Indonesia Treland Israel Malaya Mexico Morocco New Zealand 
1920 766 ne ae 424 ee 168 
1921 400 seus 197 370 22.9 170 
1922 437 sieve 254 314 19.5 187 
1923 536 agape 361 276 16.6 209 
1924 585 225 373 298 32.6 231 
1925 717 208 eas 726 337 26.9 266 
1926 641 199 ae 718 334 23.1 219 
1927 651 214 10 602 299 33.4 235 
1928 634 224 8 483 285 50.0 262 
1929 581 228 8 524 285 48.3 265 
1930 470 219 10 377 216 28.2 209 
1931 302 165 8 228 170 29.8 144 
1932 219 92 9 149 97 26.9 111 
1933 241 81 13 191 103 29.2 135 
1934 341 91 18 322 178 43.8 188 
1935 321 98 22 327 208 41.0 177 
1936 382 113 21 367 215 47.8 221 
1937 548 114 32 521 208 46.3 259 
1938 379 119 28 325 187 43.6 225 
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TaBLE 5 (concluded). VALUE or Exports or Primary Propucine Countriss, 1920-38 
(In millions of U.S. dollars) 

















Nicaragua Paraguay Peru Philippines Portugal Spain Sudan 
1920 10.8 15 162 151 43.3 161 
1921 8.07 9 60 88 21.8 212 
1922 7.90 8 72 96 29.6 254 10.4 
1923 11.0 10 98 121 29.1 294 12.9 
1924 13.0 7 102 135 32.2 346 17.4 
1925 12.4 14 87 149 43.4 306 20.6 
1926 13.0 14. 90 137 37.8 310 25.9 
1927 9.0 14 117 156 36.3 364 26.1 
1928 11.7 15 125 154 46.0 409 29.7 
1929 10.9 13 134 164 47.9 407 34.0 
1930 8.34 12 82 129 42.4 444 26.2 
1931 6.58 9 49 100 34.4 185 9.4 
1932 4.54 8 37 95 25.3 142 15.0 
1933 4.86 7 46 111 30.2 160 12.1 
1934 5.23 8 71 112 42.4 200 21.5 
1935 5.66 9 75 95 41.4 191 25.3 
1936 4.65 7 83 137 46.5 32.7 
1937 7.04 9 93 153 53.8 44.2 
1938 5.88 9 76 117 50.4 30.0 

Union of 

Thailand? Tunisia Turkey South Africa Uruguay Venezuela Yugoslavia 
1920 32.3 44 330 71.0 31.4 48.5 
1921 73.6 22 252 48.0 22.1 58.8 
1922 75.2 36.5 14 285 61.5 25.3 49.9 
1923 78.7 33.7 51 338 79.5 29.7 86.3 
1924 81.0 30.5 84 372 87.9 41.1 122.3 
1925 104.8 40.3 105 419 97.3 63.7 151.9 
1926 101.6 41.2 97 402 96.0 76.2 138.0 
1927 119.0 40.2 81 249 98.0 84.3 112.6 
1928 109.0 48.3 89 229 103.0 117.3 113.4 
1929 94.3 55.2 75 249 91.0 150.3 139.4 
1930 69.0 44.2 71 175 86.6 144.1 120.0 
1931 41.3 32.8 60 125 43.3 111.0 85.0 
1932 40.2 33.8 48 97 27.4 94.8 50.1 
1933 63.9 33.3 58 106 40.2 115.0 57.3 
1934 72.5 44.3 74 130 31.5 201.2 88.1 
1935 66.6 51.0 77 151 43.0 181.6 92.0 
1936 79.2 51.8 94 152 47.2 196.0 100.5 
1937 74.0 46.2 109 208 55.4 246.1 144.6 
1938 75.7 38.9 115 157 54.9 278.2 116.7 

Sources: See Table 4. 
1 Year ended September 30. 


? Year beginning April 1. 
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TaBLe 6. Vatvure or Exports or Primary Propucina Countriss, 1948-58 
(In millions of U.S. dollars) 


























Belgian 
Argentina Australia Congo Bolivia Brazil Burma Ceylon 
1948 1,407 1,649 237 98 1,173 229! 306 
1949 934 1,596 235 103 1,089 222! 293 
1950 1,361 1,668 261 75 1,347 158 328 
1951 1,169 2,038 387 121 1,757 212 400 
1952 688 1,689 391 107 1,409 264 315 
1953 1,125 1,977 398 84 1,539 238 329 
1954 1,027 1,656 397 70 1,562 251 380 
1955 929 1,747 456 76 1,423 227 407 
1956 944 1,887 536 81 1,482 250 364 
1957 975 2,203 473 74 1,392 230 353 
1958 994 1,662 404 51 1,243 193 359 
Dominican 
Chile Colombia Costa Rica Cuba Republic Ecuador Egypt 
1948 327 289 46 724 83 53 591 
1949 295 321 48 593 74 42 515 
1950 281 396 56 668 87 74 513 
1951 370 463 63 806 119 71 595 
1952 453 473 73 694 115 102 431 
1953 408 596 80 675 105 92 410 
1954 398 657 85 563 120 124 413 
1955 472 580 81 611 115 114 419 
1956 542 599 67 695 125 116 409 
1957 455 511 83 845 161 133 493 
1958 386 461 92 763 137 133 472 
El Salvador Ethiopia Finland Ghana Greece Guatemala Haiti 
1948 45 34 500 202 94 67 30 
1949 54 29 472 164 115 52 35 
1950 68 31 392 192 90 7 39 
1951 85 50 866 234 102 84 51 
1952 87 46 717 216 120 95 52 
1953 89 72 572 225 132 99 38 
1954 105 67 681 293 152 105 55 
1955 107 68 7 243 183 106 36 
1956 113 63 774 222 190 122 42 
1957 138 80 838 229 220 114 34 
1958 116 63 775 263 232 107 39 
Honduras Iceland India Indonesia Treland Israel Malaya 
1948 49 61 1,363 394 199 om 525 
1949 52 41 1,309 526 222 40 505 
1950 55 31 1,146 800 203 37 852 
1951 66 45 1,611 1,292 228 47 1,104 
1952 63 39 1,295 934 284 44 697 
1953 68 43 1,116 840 319 60 522 
1954 55 52 1,182 867 323 88 531 
1955 50 52 1,276 946 311 90 774 
1956 73 63 1,300 882 303 107 739 
1957 65 61 1,379 969 368 144 713 
1,216 755 142 616 
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TaBLE 6 (concluded). Vauur or Exports oF Primary Propucine Countriss, 1948-58 
(In millions of U.S. dollars) 


























Mexico M New Zealand Nicaragua Pakistan Paraguay Peru 
1948 486 179 496 19 4194 28 157 
1949 463 188 554 16 474 33 151 
1950 521 190 511 27 489 33 189 
1951 629 252 692 37 763 38 248 
1952 656 274 671 42 532 31 234 
1953 585 269 659 46 439 31 219 
1954 656 287 683 55 359 34 245 
1955 807 328 725 <2 401 35 268 
1956 880 339 776 58 340 37 308 
1957 727 325 774 64 358 33 320 
1958 735 345 700 64 302 34 281 
Philippines Portugal Saudi Arabia Spain Sudan Thailand Tunisia 
1948 319 172 330 346 107 223 61 
1949 254 157 401 386 108 259 92 
1950 331 186 460 345 103 304 114 
1951 427 263 640 437 227 367 108 
1952 346 238 695 418 133 329 115 
1953 398 219 710 482 128 323 112 
1954 401 254 800 464 116 283 127 
1955 401 285 811 446 145 335 107 
1956 453 300 840 442 192 334 112 
1957 432 288 855 476 148 365 149 
1958 493 289 895 486 125 309 153 
Union of 
Turkey South Africa? Uruguay Venezuela Yugoslavia 
1948 197 554 178 1,040 303 
1949 248 533 192 1,003 192 
1950 263 640 254 1,161 159 
1951 314 848 236 1,353 179 
1952 363 838 209 1,450 247 
1953 396 856 270 1,445 186 
1954 335 950 249 1,690 240 
1955 313 1,059 183 1,873 257 
1956 305 1,183 211 2,116 323 
1957 345 1,295 128 2,366 395 
1958 247 1,123 139 2,321 441 
Sources: See Table 4. 
1 Year ended September 30. 


2 Including South West Africa. 
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Series I 
ImportinGc Power or Exports! 


(In millions of dollars at 1953 import prices) 
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1 For method of calculating importing power of exports, see p. 9. Trend is calculated as five-year moving 
average; see p. 17. 
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Series [ 


ImporTING Power or Exports! 


(In millions of dollars at 1953 import prices) 
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1See footnote 1, p. 34. 
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Series I 


Importinc Power oF Exports! 


(In millions of dollars at 1953 import prices) 
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1 See footnote 1, p. 34. 











COMPENSATORY FINANCING OF COMMODITY FLUCTUATIONS 37 


Series I 


ImporTING Power or Exports! 


(In millions of dollars at 1953 import prices) 




















Ceylon 
800 
600 wee Actual 
=== Trend 
400 + 
yf — 
200 F 
100 + 
50F 
pirrtirrrrtirrrritirrig pe tarred iris 
1920 1925 1930 1935 19381947 1950 1955 1958 
Chile 
1000 
800 


600 


400 


200 





100 








weeteverre cere. eve ee oe eee 
1920 1925 1930 1935 19381947 1950 1955 1958 


1 See footnote 1, p. 34. 
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Series I 


ImportTiNG Power or Exports! 


(In millions of dollars at 1953 import prices) 


Colombia 
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1 See footnote 1, p. 34. 





COMPENSATORY FINANCING OF COMMODITY FLUCTUATIONS 


Series I 
Importinc Power or Exports! 


(In millions of dollars at 1953 import prices) 


Cuba 





ae Actual 
——- Trend 








roirr torre tip rr tire er trrr itis 
1920 1925 1930 1935 19381947 1950 1955 1958 





Dominican Republic 





wee Actual 
——= Trend 








Pip pp ee oe bee Bg eee ef eg pig pes 
: mbit 
1920 1925 1930 1935 19381947 1950 1955 1958 





1 See footnote 1, p. 34. 











INTERNATIONAL MONETARY FUND STAFF PAPERS 


Series I 


Importine Power or Exports! 


(In millions of dollars at 1953 import prices) 
































Ecuador 
200 
we Actual 
m== Trend F cil 
100 + : 
- 
75 
aa 
50 F 
10- 
iSaeee cee ec eeee eee See eee ee 
1920 1925 1930 1935 19381947 1950 1955 1958 
Egypt 
3000 
a_—ee Actual 
2000 —-—- Trend 
1000 - 
800 F 
600 + 
orn 
~~ Va 
400 - 
200 - 
Savers eexwerere See enews ee! 
1920 1925 1930 1935 19381947 1950 1955 1958 
See footnote 1, p. 34. 











COMPENSATORY FINANCING OF COMMODITY FLUCTUATIONS 41 


Serigs I 
ImporTING Power or Exports! 


(In millions of dollars at 1953 import prices) 


El Salvador 
































200 
ae Actual 
oem Trend 
100 + - 
80 - Z 
60 F 4 
40- 
20 - 
10F 
were nee oe 
1920 1925 1930 1935 19381947 1950 1955 1958 
Ethiopia 
200 
eee Actual 
——- Trend 

100 + 
80 + 
60 F- 
40 - 
20 |- 

eevee eee eee eee eee ew 

1920 1925 1930 1935 19381947 1950 1955 1958 

See footnote 1, p. 34. 














INTERNATIONAL MONETARY FUND STAFF PAPERS 


Series I 
ImMporTING Power oF Exports! 


(In millions of dollars at 1953 import prices) 


Finland 





1000 


el am=um Actual - 
600k —=<-=— Trend i 


400F 


200- 


100 }- 











w<veexneee cece ove eee eee ee 
1920 1925 1930 1935 1938 1947 1950 1955 1958 


Ghana 





600 


z —— Actual 
aid —-=—= Trend 


100 - 
80- 











woCcLecee eee eee ee See eee ee 
1920 1925 1930 1935 19381947 1950 1955 1958 





1 See footnote 1, p. 34. 
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See footnote 1, p. 34. 
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1 See footnote 1, p. 34. 
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1 See footnote 1, p. 34. 
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1 See footnote 1, p. 34. 
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1 See footnote 1, p. 34. 
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1 See footnote 1, p. 34. 
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Series I 
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(In millions of dollars at 1953 import prices) 
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1 See footnote 1, p. 34. 
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1 See footnote 1, p. 34. 
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! For method of calculating importing power of exports, see p. 9. For description of external receipts, see p. 12 
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1 See footnote 1, p. 58. 
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1 See footnote 1, p. 58. 





COMPENSATORY FINANCING OF COMMODITY FLUCTUATIONS 63 


Series II 
ImMporTING Power or Exports AND OF ExTERNAL REcEIPTS, AND REAL Imports! 


(In millions of dollars at 1953 import prices) 
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1 See footnote 1, p. 58. 
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1 See footnote 1, p. 58. 
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ImportinG Power or Exports AND OF EXTERNAL RECEIPTS, AND Rea Imports! 


(In millions of dollars at 1953 import prices) 
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1 See footnote 1, p. 58. 
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1 See footnote 1, p. 58. 
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ImportTiING Powrr or Exports AND OF ExTERNAL RECEIPTS, AND REAL Imports! 


(In millions of dollars at 1953 import prices) 
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1 See footnote 1, p. 58. 
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1 See footnote 1, p. 58. 
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See footnote 1, p. 58. 
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1 See footnote 1, p. 58. 
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The Yugoslav Economic System and 
Instruments of Yugoslav Economic 


Policy: A Note 


C. Dupont and F. A. G. Keesing* 


HE FUNDAMENTAL OBJECTIVES of Yugoslav economic policy 
are to increase the national income and the volume of production in 
all branches of the economy by means of rapid economic development 
and a rise in labor productivity, which will provide a basis for improve- 
ment in the standard of living of the population. The achievement of 
these objectives is sought partly through government action and partly 
through the operation of the market mechanism. This combination, as 
such, is not unique. It exists in all countries where a government exercises 
some but not complete control over the economy. The peculiar features 
of the Yugoslav economic system derive from the fact that it limits 
private ownership of the means of production to small-scale production 
and trade (employing no more than five people plus the owner’s family) 
and to farms normally not exceeding 10 hectares in size, without for that 
reason resorting to government management. Under these conditions, 
some of the moving forces that shape the course of economic events in 
other market economies are either missing or largely inoperative, and 
government planning, being of the global type, does not provide the 
alternative that would allow the market mechanism to be superseded. 
The Yugoslav authorities are thus faced with the task of constructing a 
pattern of.economic management that will be able to fill the gaps which 
would otherwise remain in the absence of detailed planning on the one 
hand and the nonexistence of certain free market forces on the other. 
The features that now stand out in the Yugoslav economic system are 
the result of continuous changes made on the basis of gradual experi- 
mentation and successive adjustments. Before 1950, centrally conducted, 
detailed government planning prevailed. Between 1950 and 1953, a 
radical departure from this system was made: detailed production plans 
* Mr. Dupont, now a member of the staff of the Research and Planning Division of the 
Economic Commission for Europe of the United Nations at Geneva, is a graduate of the 
Ecole des Sciences Politiques, Ecole des Hautes Etudes Commerciales, and Paris Univer- 
sity. He was formerly Assistant Chief of the Central and Eastern European Division of the 
European Department of the International Monetary Fund. 
Mr. Keesing, Adviser in the Exchange Restrictions Department, is a graduate of 


Amsterdam University. He was formerly an Adviser in the Netherlands Ministry of 
Finance and professor of economics at the University of Amsterdam. 
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were eliminated, compulsory collectivization of farms was abandoned, 
and enterprises were increasingly given a part in economic decision- 
making. Since 1952-53, the Yugoslav authorities have been trying to 
attain a synthesis of their own between planning and freedom. This has 
required extensive and continuous changes in institutions and policies, 
which have led to a complicated but—to a large extent—balanced 
system. In certain respects, however, the transition from the earlier to 
the present system has not been fully completed, and the economy is 
still plagued by inheritances from the past, considered to be undesirable 
and scheduled for future elimination. 


Institutional Framework 


In the present Yugoslav system, economic management is distributed 
among a number of institutions, of which the two most important are the 
central authorities and the firms. The role of the central authorities is to 
influence, to a major degree, the over-all rate of growth of the economy, 
the global composition of aggregate output, and the global composition 
of domestic expenditure. To this end, the central authorities are given a 
number of specific responsibilities and are endowed with a number of 
instruments of policy. 


The firm or enterprise in Yugoslavia is a legally independent organi- 
zation, to which has been given the right of self-management. Enter- 
prises may be established, subject to certain legal conditions, by state 
agencies, by economic, cooperative, and social organizations, or by 
groups of Yugoslav citizens. They may be liquidated if their operations 
fail to provide the means necessary for the permanent exercise of their 
activities. They are guaranteed full autonomy in matters relating to 
the employment of the facilities which they receive from the community, 
or which they acquire in the course of their operations. The exercise of 
the right of self-management belongs to the workers, represented in each 
firm by the workers’ council. The council participates in, but does not 
have the exclusive right to decide, the appointment and the dismissal 
of the director, who acts as the firm’s executive. 

The Federal Office for Economic Planning drafts, and the Federal 
People’s Assembly approves, the long-term economic plans (the present 
Federal Social Plan for Economic Development covers the period 
1957-61) and the annual Federal Social Plans, which are based on the 
long-term plans. The annual plans provide estimates of the production, 
employment, and foreign trade expected to be realized, as well as the 
intended distribution of available resources among consumption and 
various categories of investment. They also describe the policy instru- 
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ments to be used with a view to bringing about the desired results. 
Government planning activity, however, does not give rise to the formu- 
lation of production targets, but rather indicates the criteria according to 
which the authorities intend to guide and to influence the economy. 


Policy Instruments 


The guidance given by the central authorities is made effective by the 
use of a number of policy instruments, of which the strategic ones are 
fiscal measures, investment priorities, measures in the field of foreign 
trade relations, and a certain amount of control over the distribution of 
expenditure of firms, notably in regard to investment and wages. 

The main source of financing for investment is provided by taxation 
in one form or another. The funds concerned are redistributed through 
various budgets and Investment Funds (federal,! republican, and local). 
Closely related are the government regulations that direct enterprises 
to set aside certain resources to be used exclusively for specific investment 
purposes. It is estimated that in 1958 about 44 per cent of total fixed 
investment was financed by tax revenues channeled to the General 
Investment Fund and the funds administered by lower authorities;? in 
addition, the General Investment Fund and the budgets utilized counter- 
part funds, foreign loan proceeds, and miscellaneous public resources to 
finance a further 17 per cent of total fixed investment in that year; 
self-financing by firms provided 35 per cent of total fixed investment, but 
two thirds of this (24 per cent of the total) represented depreciation 
allowances over which there is some government control; finally, 4 per 
cent of total fixed investment in 1958 was financed by personal savings, 
mainly in the private sector of agriculture. Inventories are financed in 
roughly equal proportions by bank credit and self-financing. Altogether, 
the over-all level of taxation constitutes one of the principal instruments 
determining the rate of development. 

Fiscal measures are of two main kinds. First, there is the annual 
payment by enterprises of a fixed percentage (up to 6 per cent) of the 
value of their fixed and working assets. This payment is considered as 
interest on “‘social’’ capital and is channeled into the General Investment 
Fund of which it is the main source. In turn, the General Investment 
Fund distributes these and other resources—via the Investment Bank— 
among various priority investment projects. Only about one third of 


1 At the federal level the relevant Investment Fund is the “‘General Investment Fund.” 

2 Lower government authorities comprise the republics, the districts, and the communes. 
The political and administrative responsibilities are vested in the People’s Committee 
and the Council of Producers. 
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investment resources is directly handled by the federal authorities, but 
through various procedures (participation of the General Investment 
Fund in investments by republics, districts, communes, and enterprises, 
foreign exchange allocations, regulations pertaining to the use of non- 
federal investment resources, etc.), the central Government exercises a 
much greater influence on the direction of investment than this figure 
indicates; as a consequence, investment priorities, according to changing 
criteria, are extensively controlled by the Government. 

Second, fiscal measures include a number of taxes which, apart from 
financing the budgets, also play a part in economic management. The 
two main taxes are the turnover tax and the tax on profits. A considerable 
part of the proceeds of the profits tax is channeled to a second series of 
investment funds at the republic or local level, and also to specialized 
investment funds for irrigation, promotion of research, schools, etc. 

The General Investment Fund and all other public investment funds 
together finance about two thirds of gross fixed investment, thereby 
disposing of roughly 20 per cent of the national income. In this manner, 
the central and local authorities exert a major influence on the composi- 
tion of aggregate investment and on the rate of growth of the economy. 
In order to maintain such a high level of investment, the rate of total 
taxation has to be extremely high, and this, in turn, influences the level 
and the composition of consumer expenditure. 

The control that is exercised by the central authorities over the 
expenditures of firms after payment of taxes constitutes a second general 
instrument of economic policy. It is in this field that the evolution 
toward decentralization of management has been most important, and 
the significance of these controls has recently declined. Whereas prior 
to 1958 regulations on the distribution of income of firms were 
extremely detailed and strict, requiring firms to set aside receipts and 
expenditures in a laige number of individual nontransferable “funds,” 
the new Law on the Distribution of Income of Firms, enacted in 1958, 
markedly simplified the procedure and substantially increased the area 
of free decision for the firms. The system, as it is now in effect, operates 
broadly as follows. 

Regulations in the annual Federal Social Plan prescribe the cost 
elements that enterprises must defray out of sales proceeds, including 
the cost of raw materials and accessories, rent, the tax on fixed and 
working assets, depreciation allowances, interest on borrowed funds, the 
turnover tax, and social security contributions. Out of the income 
remaining after these costs are deducted, enterprises are required first 
to pay minimum wages. To the extent that current revenue is insufficient 
to meet the minimum wage bill, wages have to be paid from the firm’s 
reserve fund, and, if this is insufficient, from local government resources; 
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and local authorities may decide to take over or to liquidate an enterprise 
that thus becomes a burden on them. The income remaining after the 
payment of minimum wages is at the disposal of the firm’s workers’ 
council, and may, provided certain prescribed procedures are observed, 
be allocated to additional wage payments (subject to profit tax) or to 
other purposes, e.g., reserve fund, social provisions, and investment. 
In this manner, government rules for the distribution of aggregate 
income broadly determine the resources available for consumption. To 
the extent, however, that firms are now able to control a part of their 
net profits and to distribute it according to their own preferences 
between wages and investment, control by the central and local authori- 
ties has been diminished. 

A third policy instrument is the Government’s control of foreign 
trade. Planning activities and official supervision extend to the foreign 
sector, partly with a view to husbanding the country’s slender reserves 
of foreign exchange and partly in order to establish import priorities in 
accordance with officially determined patterns of production and 
employment. 


The Role of Firms 


In contrast to the role of the central authorities, which operate mainly 
on a global basis, the role of firms in the Yugoslav system is to determine 
in detail the amount to be produced and its composition. These decisions 
are made by firms essentially on the basis of market forces—that is, 
with the objective of maximizing profits; in turn, profitability depends, 
inter alia, on the ability of firms to produce and sell efficiently through 
continuous technological and marketing adjustments to the changing 
conditions of consumer and other market preferences. Subject to the 
general influence of the strategic policy instruments described above, 
the movements of individual prices are in fact shaped by market forces. 
Consumers are free to spend their net disposable income for the purchase 
of any consumer goods that the market supplies. Enterprises have 
considerable freedom in determining their operations (except that they 
must normally satisfy certain conditions or criteria to acquire outside 
investment financing and are subject to exchange restrictions and wage 
regulations) and may adapt their production to market forces and to 
action taken by their competitors. Firms compete against each other for 
factors of production, and attempt to maximize their profits. The 
incentive to do so results largely from the fact that wage bonuses, 
amenity investments (general facilities for leisure, education, housing, 
etc.), and even the expansion of the firm and the employment security 
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that expansion would afford, depend almost entirely on a satisfactory 
rate of profit. 

The firms and central authorities thus jointly shape the detailed 
distribution of resources, but the general tendency seems to be toward a 
certain increase in the significance of firms as a determining force in the 
economic system. This trend was shown not only in the new Law on the 
Distribution of Income of Firms, but also in the new Law on Wages, 
which likewise became effective in 1958. According to this Law, firms 
are permitted to draw up their own basic wage schedules and their own 
regulations for wage bonuses, after agreement with the trade unions 
and the Secretariat for Labor. 


In comparison with other economic systems, the structure of the firm 
in Yugoslavia has two peculiar features. First, the establishment of new 
firms depends more on institutionalized forces than on private initiative. 
This is necessarily so because, once a firm is created, its capital becomes 
“social property” and management is automatically turned over to the 
workers’ council. The initial contributor may, however, be appointed 
director of the firm. The result is that enterprises are generally estab- 
lished by central or local state agencies, professional associations, 
cooperatives, or other individual firms. 

The second major difference is in the organizational structure. The 
administration of social property is in the hands of autonomous workers’ 
councils. A firm’s workers’ council, through its right to allocate the 
income of the enterprise remaining after the payment of costs and of 
minimum wages, has an active interest in the economic results of the 
firm’s activities; for this reason, in particular, it is expected that the 
council will push toward the increase of such income through a rise in 
productivity. 


Other Institutional Arrangements, 
Including Agriculture 


In addition to the role of the central authorities and of firms, the role 
of the lower government authorities and other decentralized institutions 
to whom some responsibilities of management have been assigned is by 
no means small. Yugoslavia is a federation of six autonomous republics, 
whose levels of productivity and per capita income show wide variations. 
There has to be a considerable delegation of responsibilities to the lower 
government authorities, while at the same time the efforts of these 


authorities have to be coordinated and the over-all economic objectives 
kept in view. 
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The role of local authorities, especially of communes, is often indirect, 
being exerted through the representatives of the People’s Committee 
and the Council of Producers* on the boards of various institutions and 
agencies that influence the conduct of firms or shape central government 
policy; another important function of the communes is to finance social 
overhead. At a higher administrative level, districts, and, still more, 
republics, have significant powers, notably with regard to investment. 

Trade associations, trade and industrial chambers, trade unions, local 
authorities, and various institutes, apart from having specific functional 
tasks, also cooperate with enterprises in the solution of common 
problems. They all form part of a system of “checks and balances,” 
under which each of the interested parties stresses some particular 
aspect of the problem under consideration, within the framework of a 
common political and social philosophy. Official supervision guards 
against such adverse tendencies as monopoly, prejudicial actions, unfair 
competition, and similar offenses. Both local government authorities 
and decentralized institutions have a special responsibility for initiating 
the establishment of new firms, whenever such initiative, although 
socially or economically desirable, is not forthcoming from an individual 
firm or a private citizen. 

A special aspect of the Yugoslav system is the position of agriculture, 
where the official endorsement of the principle of individual responsi- 
bility, coupled with the elimination of private land holdings in excess of 
(normally) 10 hectares, has produced in most regions a system of small- 
scale farming, supported by a voluntary cooperative movement. The 
policy of forced collectivization was abandoned in 1953, and since then 
government policy has favored cooperation without coercion. In most 
cases, cooperation does not extend to common ownership of the land, 
and the holdings of collective farms and state farms now amount to 
only 8 per cent of the cultivable area. Cooperative action focuses 
primarily on bulk purchasing of fertilizers and other farm supplies 
(particularly selected seeds), common ownership or joint use of farm 
machinery, joint irrigation projects, and joint use of techniques aiming 
at improvements in animal husbandry. It also covers such aspects as 
agricultural credit, marketing, and the operation of processing plants for 
dairy produce. Constant efforts are being made to raise the level and to 
improve the quality of agricultural production. Prior to the introduction 
of the present economic system, agriculture had suffered considerably, 
but the price relationship now established between the agricultural and 
industrial sectors is believed to represent a more stable situation. 

To sum up, the Yugoslav system represents an effort to combine 
central guidance from the Government with the operation of market 

3 See footnote 2. 
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forces. Such a combination is, of necessity, difficult. The Government 
makes use of strategic instruments, and firms are given an increasing 
degree of autonomy. In order to smooth out specific difficulties arising in 
the harmonization of these two basic forces, the Government makes use 
of various additional instruments. These comprise, inter alia, subsidies 
and other methods for redistributing income, price guarantees, price 
ceilings, and other methods of price control. In the foreign exchange 
field, the authorities apply a system of flexible multiple rates. Policy 
measures of credit control are emerging, and a monetary policy is 
beginning to take shape. Changes in the method and incidence of taxa- 
tion may be used to provide incentives or deterrents, as the case may be. 
Such changes may also tighten or relax the degree of central control 
exercised by the Government over the economy. 

As a result, government intervention continues to exercise a dominant 
impact, and the role of the market mechanism is correspondingly 
reduced. The long-term aim of the Yugoslav authorities, however, is 
stated to be increased reliance, as the position of the economy grows 
stronger, on the operation of the price system, subject to general 
“reorientation” by the central authorities through their comprehensive 
social plans. 
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The Role of Competitiveness in Japan’s 
Export Performance, 1954-58 


P. R. Narvekar* 


The Export Expansion 


APAN ACHIEVED a spectacular increase in exports during the 

four-year period 1954-57. From $1,275 million in 1953, total exports 
increased to $2,858 million in 1957, or by 124 per cent. In volume terms, 
the gain was slightly larger, 132 per cent, as the unit value of exports 
declined somewhat. Shipments of manufactured goods,! of which Japan 
is among the leading world exporters and which constituted about 87 
per cent? of total Japanese exports, increased by 143 per cent. This 
increase was the largest among the major trading nations of the world. 
During the same period, exports of manufactures from the Federal 
Republic of Germany increased by 104 per cent, from the United States 
by 51 per cent,’ and from the United Kingdom by 31 per cent. It will 
be argued later that the larger expansion of Japanese exports cannot, to 
any great extent, be viewed as merely evidence of the recovery of Japan’s 
prewar position in world trade. 

In 1953, Japan’s total exports paid for only 61 per cent of its imports; 
in balancing foreign payments, special government receipts‘ played an 
important role, being equal to about two thirds of the value of exports. 
By 1957, exports had taken over a much larger share of the burden of 
external payments; in that year they covered 88 per cent of imports. 
On the other hand, the significance of special government receipts 
declined, as they were only a sixth of the value of exports. 


*Mr. Narvekar, economist in the Far Eastern Division, is a graduate of Bombay Uni- 
versity and of Columbia University. 

1 Manufactured goods are defined as those included in Sections 5-8 of the UN Standard 
International Trade Classification (SITC). As such, they do not include processed foods, 
processed fats and oils, and petroleum products. 

2 Average for the years 1953-57. The percentage increased each year, from 83 in 1953 
to 89 in 1957. 

3 Excluding Special Category exports; if these were included, the increase would be 
much smaller. 

4 These accrue principally as reimbursements for the cost of supporting the UN Korea 
forces stationed in Japan, from sales to the UN forces under the special procurement 
program, and from U.S. expenditures for the maintenance of its forces in Japan since the 
Peace Treaty. The amount of these receipts was at a peak of $803 million in 1953, but 
declined to $449 million in 1957. 
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The increase in Japan’s exports was the initial factor in the acceleration 
of the domestic economic expansion that began about the end of 1954. 
In gauging its importance, the “‘expansionary impulse”’ may be defined 
crudely as the sum of changes in investment expenditures and exports of 
goods and services, consumption expenditures being treated as a passive 
demand factor. In 1954, the aggregate expansionary impulse was 
negative, but merchandise exports increased substantially. While exports 
continued to increase in the following years, domestic investment 
demand also began to increase, and by the final stages of the boom— 
the first half of 1957—the portion of the expansionary impulse provided 
by the increase in exports declined to 5 per cent. Over the entire period 
of 314 years, 1954 to the first half of 1957, this proportion was one fifth. 
The importance of exports as an expansionary factor was greater than 
indicated by this proportion, however, because they also provided a 
stimulus to investment demand. Moreover, by directly supporting the 
external payments position, they kept in abeyance the operation of the 
most important constraint on domestic demand expansion; as long as 
the external payments position was comfortable, the domestic financial 
authorities did not consider it necessary to take action to check the 
demand expansion. 

In the present note, an attempt is made to ascertain the extent to 
which the increase in Japanese exports of manufactures during 1954-57 
reflected a genuine increase in their competitiveness in world markets 
and the extent to which this competitiveness was affected by the develop- 
ment of the domestic boom. The statistical analysis used for this purpose 
is also extended to the year 1958, when the growth of Japan’s ex- 
ports virtually ceased. 


Competitiveness 


Competitiveness, while being quite precise conceptually, has always 
defied exact measurement. Statistics on the unit value of exports, the 
most commonly used indicator of price competitiveness, are usually too 
aggregative to be truly meaningful, even when classified into four or 
five commodity groups. If the commodity composition of the exports of 
two countries is different, then the fact that export prices are affected 
directly by demand conditions always leaves open the possibility that 
different movements in the export price indices of the two countries 
reflect differential changes in the foreign demand for different commodi- 
ties rather than changes in competitiveness. Thus, for example, the 
larger importance of textiles in the exports of Japan than in the exports 
of other industrial countries, and the much smaller increase in world 
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trade in textiles than in other manufactured goods during 1954-57, 
were perhaps partly responsible for the disparate changes in the unit 
value of Japan’s exports of manufactures and those of its competitors 
during that period. 

Efficiency wage costs, the other indicator of price competitiveness, 
are affected by demand conditions only indirectly. On the other hand, 
they refer obviously to the cost of only one factor of production. 
although, of course, this cost is normally the largest single element in 
total production costs. In any event, a comparison of efficiency wage 
costs in Japan with such costs in other industrial countries is of limited 
usefulness because in Japan, to a much greater extent than in other 
industrial countries, wage payments are not a full measure of total labor 
costs; unfortunately, however, little information is available on the 
precise relative importance of nonwage labor costs in Japan and the 
changes in these costs over time. 

Whatever the efficacy of the unit value of exports or efficiency wage 
costs as indices of price competitiveness, they clearly afford little indica- 
tion of such other dimensions of competitiveness as the quality of the 
goods, the quality of the various services associated with their sale, 
including the availability and cost of credit, or the time interval between 
orders and delivery dates. In total competitiveness, these elements can 
be as important as price elements. However, it is difficult, if not impos- 
sible, to measure them with quantitative precision. 

In this note, therefore, a roundabout procedure is followed in attempt- 
ing to determine the extent to which the expansion in Japan’s exports 
during 1954-57 was associated with changes in their competitiveness. 
Since changes in exports are obviously affected not only by their com- 
petitiveness but also by foreign demand conditions, an attempt is made 
to eliminate from Japan’s total export expansion the portion attributable 
to those demand factors which are amenable to quantitative treatment. 
Thus, the effect on Japan’s exports of changes in the size and pattern of 
world trade is eliminated, and the residual portion of the expansion is 
considered to be the result of increased competitiveness of Japan’s 
exports. This portion, of course, includes the effects of all conceivable 
elements of competitiveness, and it is impossible to determine, on the 
basis of this approach, the elements in which improvement actually 
occurred. Moreover, it might also include the effects of certain other 
factors which cannot be considered elements of competitiveness, as, for 
example, changes in the degree of discrimination (or preference) applied 
to Japanese goods in the import control policies of different countries. 
However, no evaluation of such factors is attempted in this paper. 
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Statistical Procedure 


The impact of changes in foreign demand on Japan’s exports of 
manufactures is ascertained by three successive steps.° First, the amount 
by which Japan’s exports would have increased, if Japan had shared 
proportionately in total world trade in manufactures, is calculated; here, 
world trade is assumed to have grown uniformly for all commodities 
and markets.® 

Second, the effect of the differential commodity pattern of world 
trade expansion is determined by calculating the amounts by which 
Japan’s exports of each commodity group would have increased if each 
group had increased by the same percentage as world exports of the 
respective commodity group, and then deducting from the total of 
these amounts the total of the amounts by which each group would have 
increased if it had increased by the same percentage as total world 
exports. The result would be positive if world demand expansion were 
more than proportionate in the commodities in which Japan specialized 
in the base year; if it were less than proportionate, the result would be 
negative. 

Finally, the effect of the differential market pattern of world trade is 
determined by calculating the amounts by which Japan’s exports of each 
commodity group would have increased if Japan had just maintained its 
share in each market for that commodity group, and deducting from 
their total the total of the amounts by which each group would have 
increased if it had expanded by the same percentage as world trade in 
the respective commodity group. The result would be positive if demand’ 
increased more than proportionately in the markets in which Japan 
specialized in the base year. 

The sum of the amounts derived by these three steps is deducted from 
the total increase in exports, and the remainder is assumed to be the 
effect of the increased competitiveness of Japanese exports; for the sake 
of brevity, this amount will be referred to below as the “competitiveness 
effect.” 

The calculations are based on 3 commodity groups—‘“chemicals” 
(SITC group 5), “machinery and transport equipment” (group 7), and 


5 The general procedure for separating the effect of demand factors was first suggested 
by H. Tyszynski; see “World Trade in Manufactured Commodities, 1899-1950,” Man- 
chester School of Economic and Social Studies, Vol. XIX, No. 3 (September 1951), 
pp. 272-304. For a mathematical presentation of all three steps, see Appendix. 

6 Throughout the following, the words “exports” and “trade” refer to exports of, and 
trade in, manufactured goods, unless otherwise stated. World trade is measured from the 
export side and excludes exports to Japan. 

7 Corresponding to the definition of world trade as total world exports, demand from a 
given market is measured by world exports to it. 











COMPETITIVENESS IN JAPAN’S EXPORT PERFORMANCE 89 


“other manufactures” (groups 6 and 8)—and on 15 market country 
groups.® The classification of all manufactures into only 3 commodity 
groups is admittedly unsatisfactory; in particular, the third group 
includes such diverse items as textiles, and metals and their manu- 
factures. A more detailed commodity classification might have been 
obtained without great difficulty; however, the task of determining 
from the available statistics the directional pattern—which is readily 
available for the 3 commodity groups mentioned above—for a larger 
number of such groups would have been unmanageable. 


Results 


DEMAND FACTORS, COMPETITIVENESS, AND EXPORT 
EXPANSION, 1954-57 


The results of the detailed calculations, which are summarized briefly 
in Table 1, indicate that the increase of $1,493 million, or 143 per cent, 
in Japan’s exports of manufactures from 1953 to 1957 was far greater 
than could be explained by the increase in the value of world trade during 
that period. The pattern of the increase in world trade, from the stand- 
point of commodity composition and market structure taken together, 
was in fact unfavorable to Japan. Nearly three fourths of the increase in 
Japan’s exports can be ascribed to their increased competitiveness. 


(1) Effect of increase in world trade. The period 1954-57 was one of 
expanding world trade; the annual rate of increase in each of the four 
years was higher than in any other year since 1948, with the exception of 
the Korean boom year, 1951. The increase in the entire period was 42 
per cent. If Japan had shared only proportionately in this expansion of 
world trade, its exports would have increased by $441 million. Actually, 
the increase in Japan’s exports was more than three times the increase in 
world exports. Japan’s share in world trade in manufactures increased 
from 2.90 per cent in 1953 to 4.96 per cent in 1957, and as an exporter of 
manufactures Japan moved from eighth to sixth place.® 


(2) Effect of commodity pattern of world trade expansion. The hypo- 
thetical increase of $441 million mentioned above overstates to some 


8 These are (1) North America, (2) Latin American dollar countries, (3) Latin American 
non-dollar countries, (4) continental Western Europe, (5) dependencies of continental 
Western Europe, (6) other Europe, (7) Eastern Europe, (8) Middle Eastern countries 
outside the sterling area, (9) the United Kingdom, Iceland, and Ireland, (10) Australia, 
New Zealand, the Union of South Africa, and the Federation of Rhodesia and Nyasaland, 
(11) independent Far Eastern sterling area countries, (12) Middle Eastern sterling area 
— (13) other sterling area countries, (14) China (Mainland), and (15) other 

‘ar East. 

9In 1957, Japan ranked after the United States, the United Kingdom, the Federal 
Republic of Germany, France, and Belgium-Luxembourg. 
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TaBLe 1. Summary StatisticaL ANALYSIS OF CHANGES IN JAPAN’S EXPORTS oF 
MAanvuracturREs, 1953 to 1957 anp 1957 To 1958! 


(In millions of U.S. dollars) 














Machinery 
and Other Total 
Transport Manu- Manu- 
Chemicals Equipment _factures factures 
1. Exports in 1953 62 190 790 1,042 
2. Exports in 1957 125 630 1,780 2,535 
3. Exports in 1958 140 630 1,750 2,520 
4. Change in exports from 1953 to 1957 +63 +440 +990 +1,493 
5. Of the above 
(a) Change due to increase in value of world 
trade +26 +80 +334 +441 
(b) Change due to commodity pattern of 
increase in world trade? +10 +14 —59 —35 
(c) Change due to market structure of increase 
in world trade -1 +28 —4 +23 
(d) Change due to increased competitiveness of 
Japan’s exports +28 +318 +719 +1,065 
Total +63 +440 +990 +1,493 
6. Change in exports from 1957 to 1958 +15 0 —30 -15 
7. Of the above 
(ay) Change due to decrease in value of world 
le —2 -11 —30 —43 
(b) Change due to commodity pattern of de- 
crease in world trade? +4 +29 —70 —37 
(c) Change due to market structure of decrease 
in world trade —2 —20 —36 —58 
(d) Change due to increased competitiveness of 
Japan’s exports +15 +2 +106 +123 
Total +15 0 —30 -15 





1 Based on data from United Nations, Monthly Bulletin of Statistics, February 1960. Plus sign indicates in- 
crease; minus sign indicates decrease. In the source, the total of Japan’s exports to the various market groups 
listed sometimes differs from Japan’s total exports; however, these differences are slight—the largest being $3 
million for “other manufactures’—and they are included in items 5(d) and 7(d). 

These figures relate to the effect on Japan’s exports resulting from the fact that the increase in world trade 
for the three commodity groups listed was faster or slower than average; they do not relate to changes in the 
commodity composition within each of the three groups. 
extent the benefit accruing to Japanese exports from the expansion of 
world trade, for it assumes that the expansion occurred uniformly in 
different groups and markets. The pattern of world trade expansion 
was, in fact, such that Japan, with its original commodity and market 
pattern, could not derive full benefit from it. From the standpoint of 
commodity composition, this means that Japan was specializing in that 
commodity group—“other manufactures’”—in which the expansion of 
world demand was least marked. On the one hand, as a result of Japan’s 
traditional specialization in textiles, the group, “other manufactures”— 
in which textiles are included—was twice as important in Japan’s 
exports as in world exports, while the other two groups—chemicals and 
machinery and transport equipment—were only about half as important. 
On the other hand, world trade in “‘other manufactures” increased by 

only 35 per cent during 1954-57, whereas that in the other two groups 
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increased by 50 or 60 per cent. The opportunities for Japanese exports 
were reduced to the extent of $35 million by this unfavorable pattern of 
world trade expansion. 

Certain additional data on the commodity pattern aspect are sum- 
marized in Table 2. These details cannot be woven into the general 
scheme of this note, partly because the directional pattern of these 
exports is not available and partly because they relate only to the 11 
major exporters of manufactures.!° Nevertheless, they indicate in greater 
detail the relation between the pattern of Japan’s export specialization 
in 1953 and the commodity pattern of world trade expansion in the four 
following years. The pattern of world trade expansion was clearly 
unfavorable to Japan principally because of Japan’s specialization in 
textiles; also contributing to that result was the relative unimportance 
in Japan’s exports of chemicals and of electrical and other machinery, 
commodities in which world trade increased by as much as or more than 
average. The manner in which the commodity specialization of Japan’s 
exports had changed by 1957 is discussed in (4), below. 


TaBLE 2. CommopitTy SPECIALIZATION IN JAPAN’S Exports, 1953 anp 1957, 
AND THE CommopiTy PATTERN OF WorRLD TRADE GrowtTn, 1954-57! 




















World Japan’s Japan’s Percentage Japan’s 

Exports, Exports, Special- Growth Special- 

1953 1953 ization in World ization 

ndex, rade, ndex, 

Commodity Group Percentage Distribution 1953? 1954-57 19573 
(1) (2) (3) (4) (5) 
Chemicals ; 10.5 6.0 0.57 64 0.45 
Machinery and transport equipment 39.2 18.1 0.46 60 0.61 
Electrical machinery 6.7 1.4 0.21 51 0.47 
Other machinery 19.4 6.6 0.28 54 0.26 
Transport equipment 13.1 11.3 0.86 72 1.14 
Other manufactures 50.2 75.9 1.51 48 1.46 
Textiles 12.1 36.1 2.98 20 3.41 
Metals and their manufactures 19.1 17.9 0.93 64 0.63 
Others 19.0 21.9 1.15 51 1.37 

Total 100.0 100.0 54 





1 Based on data from Board of Trade Journal (London), September 4, 1959. World trade and rts here 
refer to exports of manufactures from the following 11 major exporters: the United States, the United Kingdom, 
the Federal Republic of Germany, Belgium-Luxembourg, France, Italy and Trieste, the Netherlands, Sweden, 
Switzerland, Canada, and Japan. 

? Column 2 divided by column 1. It is important to bear in mind that what is significant for the present 


purpose is not the position of Japan’s exports per se but this composition relative to that of 


world exports. 
3 Based on 1957 data for world exports and Japanese exports. 





(3) Effect of market pattern of world trade expansion. The loss to Japan 
from the commodity pattern of world trade expansion was offset in part 
by a gain from its market pattern. This gain arose entirely in exports of 
machinery and transport equipment. Table 3 shows Japan’s relative 
(i.e., relative to that of the world as a whole) dependence on various 


10 See footnote 1 to Table 2. 
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markets in respect of the three major export commodity groups in 1953, 
and the percentage rates of growth of these various markets during 
1954-57. Japan’s position was slightly unfavorable in respect of its 
exports of “other manufactures” and chemicals. The relative dependence 
of “other manufactures” on the Far Eastern countries outside the sterling 
area!' was very high, but the growth of these markets was far below 
average. The European market was the fastest growing, but its relative 
importance was small for Japan. In chemicals, Europe and Latin America 
were prominent among the regions where the expansion of demand was 
most marked, but these markets were relatively unimportant for Japan. 
The loss incurred from the unfavorable market pattern of the world 
trade in these two groups was, however, more than offset by machinery 
and transport equipment. Here, too, Japan benefited less than propor- 
tionately from the growth of the European markets because of its low 
dependence on these markets; also, high dependence on the Far Eastern 
countries outside the sterling area redounded to Japan’s disadvantage. 
But this disadvantage was less than that for the “other manufactures” 
group, since, when compared with the average for all markets, the rate of 
growth for machinery and transport equipment was not so slow as the 
rate of growth for “other manufactures.” Furthermore, the effects of 
these unfavorable conditions were outweighed by the rapid growth of two 
markets which were important to Japan, North America, and the Latin 
American dollar countries.” Moreover, Japan’s exports of all commodity 
groups benefited greacly from the rapid growth of the independent Far 
Eastern sterling area countries; these countries figured much more 
prominently in Japan’s exports than in world exports. 

The gain to Japan from the favorable market pattern of world trade 
expansion was $23 million. 


(4) Effect of increased competitiveness. The net increase in Japanese 
exports attributable to changes in world trade can thus be placed at 
$429 million, or about 29 per cent of the actual increase; the rest, $1,065 
million or 71 per cent, is, according to our definition, attributable to the 
increased competitiveness of Japanese exports. It is, of course, obvious 
that these figures would have been different had more detailed com- 
modity statistics been used. It seems, however, that the present results 
are, if anything, an underestimate of the portion of the export expansion 
attributable to competitiveness. For Japan’s high dependence on textiles 
is hidden by merging them with other commodities in “other manu- 

1 Includes China (Taiwan), Cambodia, Laos, Viet-Nam, Indonesia, the Philippines, 
and Thailand. 


2 The regional classification of the source material excludes Japanese exports of ships 
to Liberia. Since there is reason to believe that these were purchased, in fact, by U.S.-owned 
companies, they have been included in “North America.”’ 
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factures,” trade in which was growing more rapidly than the trade in 
textiles; the loss due to the commodity pattern of world trade expansion 
is thus understated. On the side of market pattern, the degree of detail 
used in the classification appears adequate, especially since it distin- 
guishes fairly clearly between the developed and the less developed 
countries. 

The proportion attributable to competitiveness was 73 per cent for 
“other manufactures,” 72 per cent for machinery and transport equip- 
ment, and 44 per cent for chemicals. Japan increased its share of world 
trade in all three commodity groups—from 4 per cent to 6.7 per cent in 
“other manufactures,” from 1.5 per cent to 3.3 per cent in machinery 
and transport equipment, and from 1.9 per cent to 2.4 per cent in 
chemicals. Also, it increased its share in the majority of market groups, 
the most pronounced changes for chemicals being in China (Mainland); 
for machinery and transport equipment, in North America, Latin 
American non-dollar countries, and the independent Far Eastern sterling 
area countries; and for “other manufactures,” in North America, 
continental Western Europe, the overseas sterling area, and China 
(Mainland). 

As observed earlier, the portion of the export expansion attributable 
to increased competitiveness is the joint result of all the various factors 
entering into that concept. Unfortunately, it is not possible to separate 
the effects of the individual factors. Moreover, the “competitiveness 
effect”’ may also include the effect of certain factors which have not been 
allowed for in our calculations but are not factors in competitiveness. 

To some extent, the increase in Japanese exports reflected the postwar 
recovery of Japan’s economy. However, the importance of this should 
not be exaggerated. It is true that in 1953 Japan’s participation in world 
trade was much less than in 1938. However, the subsequent recovery 
was not, to any large extent, an automatic process whereby Japan’s 
traditional exports were again absorbed by its traditional markets. The 
pattern of Japanese exports in 1957 was markedly different from that 
before the war. The proportion of metals and manufactures and macbin- 
ery and transport equipment—the “hardware ratio” —was considerably 
higher, and the proportion of textiles lower. Also, North America and 


Southeast Asia took much larger shares of Japan’s exports, whereas the 
Far East took a much smaller share. 


Evidence corroborative of the improved competitiveness of Japanese 
exports is seen in indices of the unit value of exports of manufactures. 
The index for Japan declined by about 2 per cent from 1953 to 1957; in 
the same period, a composite index of 12 principal exporters of manu- 
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factures rose by 7 per cent.!* Japan’s export prices relative to those of its 
competitors thus declined by about 8 per cent. 

Relatively early delivery dates were also an important factor in 
Japan’s competitiveness, at least until the end of 1955. Excess plant 
capacity was rather widespread in Japanese manufacturing industry 
during 1954-55, so that the interval between order and delivery dates 
could be kept short. On the other hand, in some of Japan’s competitor 
countries, there was a considerable lengthening of order books in this 
period. It has been suggested, for example, that in the British boom of 
1954-55 the lengthening of order books was a more important feature 
than increases either in the price level or in the levels of economic 
activity.‘ Japan’s competitiveness in this regard was especially evident 
in shipbuilding. After European shipyards were fully occupied by the 
worldwide shipbuilding boom, demand turned toward Japanese ship- 
yards; these could offer much quicker deliveries, although their products 
were not always cheaper. In 1956, Japan emerged as the world’s leading 


shipbuilder, and its exports of ships spearheaded its total export expan- 
sion in that year. 


THE DOMESTIC BOOM AND COMPETITIVENESS 


As stated earlier, the export expansion that began in 1954 provided the 
initial impetus to the acceleration of domestic economic activity in 


Japan that started about the end of that year. In the following two and a 
half years, a growing domestic demand was compounded with export 
demand. The demand expansion in 1955 took place without much 
disturbance to stability; but in 1956, domestic prices increased, order 
books lengthened, and bottlenecks emerged in some sectors of the 
economy. Imports also increased, and in the first half of 1957 there was a 
sharp drop in exchange reserves. In the middle of 1957, the authorities 
took financial measures to check the demand expansion, and there began 
a downward adjustment of the economy to which the altered tone of the 
world market also contributed. 

In considering the impact of the domestic boom on the competitiveness 
of Japanese exports, attention may be focused on a comparison of the 
two years 1955 and 1956 because they differed markedly in the degree of 


* Based on data from United Nations, Monthly Bulletin of Statistics. The 12 countries 
are those listed in footnote 1 of Table 2, and India. A comparison of this composite index 
with that of Japan is not fully appropriate because the former includes Japan; in the 
absence of knowledge regarding the relative weights, Japan cannot be separated from the 
composite index. Nevertheless, the error should not be significant, since Japan’s weight is 
not likely to be large enough for changes in Japan’s prices to affect the composite index 
significantly. 


“4 R. F. Harrod, “The British Boom, 1954-55,” Economic Journal, Vol. 66 (1956), 
pp. 1-16. 
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monetary stability attending the demand expansion. In 1956, unlike 
1955, the Japanese economy was fully stretched and resources were being 
intensively utilized. It must be remembered, of course, that Japan was 
not alone in experiencing boom conditions in 1956. Competitiveness is 
obviously a relative matter; while the unit value of Japanese exports in 
1956 was 4 per cent higher than in the previous year, the unit value of 
exports of its main competitors also increased by the same percentage, 
so that Japan’s relative position with regard to price competitiveness 
remained unchanged. Order books lengthened in Japan; but if the posi- 
tion in the United Kingdom described earlier was at all typical of that 
in other Western European countries, the lengthening of order books in 
Japan’s competitor countries was also considerable. Nevertheless, it 
appears that any gain in competitiveness made by Japan in 1956 could 
not have been very large. 

The “competitiveness effect”’ decreased from 61 per cent in 1955 to 
39 per cent in 1956 (Table 4). Although thus reduced, the magnitude of 
the “effect” in 1956 was still substantial, especially since the export 
expansion in that year was, in percentage terms, as large as in 1955, and, 
in absolute terms, larger. Since the “competitiveness effect” as defined 
is a result of increased competitiveness, the mere maintenance of a 
competitive position yielding an “effect” of zero, these figures suggest 
that the competitiveness of Japan’s exports increased substantially 
in 1956. 

However, if the “competitiveness effect”’ is considered separately for 
the two largest commodity groups, the relatively high percentage for the 
total “competitiveness effect” in 1956 is seen to have been due to an 


Taste 4. IncReEASE IN JAPAN’s Exports oF MANUFACTURES AND THE PROPORTION 
ATTRIBUTABLE TO INCREASED COMPETITIVENESS, 1955 anp 1956! 


(In millions of U.S. dollars) 











Machinery 
and 
Transport Other Total 
Chemicals Equipment Manufactures Manufactures 
1955 
A. Increase in exports 15 45 290 350 
B. Increase attributable to 
increased competitiveness 8 26 180 214 
B as per cent of A 53 58 62 61 
1956 
A. Increase in exports ll 240 190 441 
B. Increase attributable to 
increased competitiveness 6 173 -8 171 
B as per cent of A 54 72 —4 39 





Based on data from United Nations, Monthly Bulletin of Statistics, February 1960. 
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increase from 58 to 72 in the percentage for machinery and transport 
equipment. On the other hand, the percentage decreased, as would have 
been expected from a priori reasoning, for “other manufactures’’; 
having been as high as 62 per cent in 1955, it became a small negative 
figure in 1956. However, one obvious characteristic of the goods in the 
former group vitiates annual comparisons of the kind that are here being 
made. Certain types of machinery and transport equipment are delivered 
several months, even a year or more, after orders for them are placed. 
The large increase in the exports of ships in 1956, which formed the 
major part of the increase in the exports of the category machinery and 
transport equipment in that year, was in response to orders placed in 
1955 or even 1954. It was based on the competitiveness of Japan’s 
export terms at that time, and did not reflect conditions in 1956. The 
negative “competitiveness effect”? shown for “other manufactures” in 
1956, on the other hand, reflects some reduction in their competitiveness, 
and is probably a better indicator of the effect of the domestic boom on 
the competitiveness of Japan’s exports. 


CoMPETITIVENESS DURING THE DOMESTIC AND INTERNATIONAL 
RECESSION, 1957-58 


After the rapid expansion of 1954-57, Japanese exports of manu- 
factures declined slightly in 1958. This year was conspicuously different 
from the years which preceded it. Reflecting the recession of 1957-58 and 
the decline of prices of primary products, which reduced the import- 
purchasing capacity of primary producing countries, world trade 
decreased in 1958, whereas it had increased in each of the preceding four 
years. The downward adjustment of the Japanese economy which 
commenced with the adoption of a disinflationary program in the middle 
of 1957 was more severe than the adjustment in most of Japan’s com- 
petitors other than the United States. Also, a feature of the recessionary 
developments in Japan was a substantial fall in prices, including the 
prices of export goods. The unit value of Japanese exports of manu- 
factures was about 7 per cent lower in 1958 than in 1957, while the 
composite index for the 12 principal exporters of manufactures was 
unchanged. 

As Table 1 shows, Japan was particularly hard hit by the reduction in 
world trade in 1958 as both the commodity and the market pattern of 
this reduction were unfavorable to Japan. The reduction occurred 
entirely in “other manufactures,” the commodity group in which growth 
was least marked during the period of expansion, and in which Japan 

16 However, because of an increase in exports of processed foods and beverages (not 


included in manufactures as defined above), Japan’s total exports increased slightly in 
1958. 
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specialized. Just as in the earlier years this specialization prevented 
Japan from deriving full benefit from the expansion of world trade, so in 
1958 it aggravated Japan’s loss from the contraction of world trade. 

The 1958 experience was similar to that of earlier years in that the 
commodity pattern of world trade developments was unfavorable to 
Japan, but it was different in respect of the market pattern. In the 
earlier years, the loss to Japan from the unfavorable commodity pattern 
was offset to some extent by a gain from the market pattern. However, 
in 1958, the market pattern also was unfavorable to Japan. In that year, 
the demand for ‘“‘other manufactures” in the independent Far Eastern 
sterling area countries and for “‘other manufactures” and machinery and 
transport equipment in the Far Eastern countries outside the sterling 
area declined much more than demand in the world as a whole, reflecting 
chiefly the effects of the fall in prices of primary products. 

These changes in world trade would by themselves have resulted in a 
reduction of $138 million in Japan’s exports of manufactures in 1958. 
In fact, the reduction was only $15 million. The residual amount of $123 
million can be attributed, in accordance with our definition, to the 
improved competitiveness of Japanese exports. As a result of this 
improvement, the decline in Japan’s exports was proportionately less 
than the decline in total world exports; its share in the total increased 
slightly from 4.96 per cent in 1957 to 5.02 per cent in 1958, and it moved 
to the fifth place among exporters of manufactures.* In world trade in 
machinery and transport equipment, Japan’s share declined from 3.3 
per cent to 3.2 per cent, but in trade in chemicals it increased from 2.4 
per cent to 2.6 per cent, and in “other manufactures,” from 6.7 per cent 
to 7.0 per cent. In respect of the last commodity group, Japan’s share 
in the North American market increased from 9.3 per cent to 11.5 
per cent. 


EXPORT PATTERN AT END OF PERIOD 


It is of interest to consider whether Japan is now in a better position 
than it was in 1953 to take advantage of a further expansion of world 
trade. For this purpose, it is preferable to draw the dividing line at the 
end of 1957 rather than at the end of 1958, because the pattern of world 
trade growth during 1954—57 seems closer to the long-run trends than 
that during 1954-58. With the addition of 1958, metals and their 
manufactures appear among the lagging commodities, whereas, in the 
long run, trade in these products as a group has been growing somewhat 
faster than total world trade; also, the 1958 figures exaggerate the extent 


16 In 1958, Japan ranked after the United States, the United Kingdom, the Federal 
Republic of Germany, and France. 
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to which textile exports lag behind other commodities. Japan’s com- 
modity and market specialization in 1957 therefore provides a better 
basis for the analysis of future prospects, if it can be assumed that the 
pattern of world trade expansion will be much the same as during 
1954-57. 

On the whole, Japan’s position in 1957 appears to have been no better 
than in 1953. Table 2 shows that Japan’s specialization in textiles, the 
slowest growing export commodity group, actually increased between 
1953 and 1957; the share of textiles in Japanese exports declined, but 
their share in world exports declined even more. Also, the degree of 
Japan’s specialization in two other commodity groups—chemicals, and 
metals and their manufactures—which were expanding faster than the 
average, declined. The principal favorable development was in respect 
of transport equipment, for which the demand expansion was the most 
rapid; whereas in 1953 this group formed a smaller percentage of Japa- 
nese exports than of world exports, in 1957 the position was reversed. 
The effect of this favorable development is, however, likely to be only 
just large enough to offset the effects of the unfavorable developments. 

There has been little change since 1953 in the market pattern. The 
relative importance to Japan of the European market, which for all 
groups of commodities is among the most rapidly growing, continues to 
be small (Table 3). The importance of the independent Far Eastern 
sterling countries, which constitute another rapidly growing market, has 
declined for chemicals and “other manufactures,” although it has 
increased slightly for machinery and transport equipment. Japan’s 
relative dependence on the Far Eastern countries outside the sterling 
area, a slowly growing market, especially for “‘other manufactures,” 
has declined, but remains very high. Dependence on China (Mainland) 
has increased ; although this market has expanded rapidly for machinery 
and transport equipment and “other manufactures,” its prospects are, 
for obvious reasons, rather uncertain. 
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APPENDIX 


. Meaning of letters in the equations below: 


r: percentage increase during 1954-57 in world exports of all manufactures to all 
countries other than Japan 
X: Japan’s total exports of manufactures in 1953 
X’: Japan’s total exports of manufactures in 1957 
Subscript 7(¢ = 1, 2, 3): each category of manufactures 
Subscript j(j = 1,2,..... ,15): each different market 


Thus, e.g., X; and X;; represent Japan’s exports in 1953 of commodity group 7 to all 
markets and to market j, respectively. Similarly, 7; and 7;; represent percentage in- 
creases during 1954-57 in world exports of commodity group 7 to all markets and to 
market j, respectively. 


. The effects of the increase in total world trade in manufactures on Japan’s exports is 


3 
Z rX;y = 1X (1) 


i=1 


. The effect of the commodity composition of the increase in world trade in manufactures 


on Japan’s exports is 


3 3 
> (7X; — rX:) = = niXi — 1X (2) 
t=1 i=1 


. The effect of the market pattern of the increase in world trade in manufactures on 


Japan’s exports is 


15 15 a 15 
( = m1j41; = nis) -P ( 2. T2jX2; = rats) + ( 2 13jX 3] = nis) 
* Ne I= fae 


1 
3 15 3 

= D> F njXi— 5 niX; (3) 
1=1 j= =1 


i of the increase in world trade in manufactures on Japan’s exports, allowance 
The effect of th Id trad fact J 


being made for the commodity composition and market pattern of this increase, is 


(1) + (2) + (8), or 
: 3 15 


3 3 #15 3 
rX + > nA; —rX+ > FS rijzXij — > nx, = > rijAtj (4) 
w=1 i=1 j=1 t=1 t=1 j=1 


. The effect of the increased competitiveness of Japan’s exports is 


3 #415 
(X'’—X)-— ZS & njXi; (5) 
f=1 j=1 
The corresponding amount for commodity group 7 is 


15 : 
(X’; — Xi) - 2 rijXsj (5a) 
j= 








Inflation, Deflation, and Economic 
Development 


Rattan J. Bhatia* 


EVELOPMENTAL EFFORTS by most of the less developed 

countries have been accompanied during the postwar period by 
inflationary price increases. Whether this is inevitable and whether any 
relationship exists between the rate of price change and the rate of 
economic growth are questions subject to considerable debate on 
theoretical grounds. Statistical studies of the rates of growth and the 
rates of price change in various less developed countries have also been 
made to determine whether there is any systematic relationship between 
them,! especially in the postwar period. 

The purpose of this paper is to carry the search for a statistical 
relationship between the rate of price change and the rate of economic 
growth back to an earlier stage of economic history. For this purpose, 
long-run developments are studied in five countries, the United King- 
dom, Germany, Sweden, Canada, and Japan. Growth is examined for the 
United Kingdom and Germany only up to 1914, but for different reasons: 
after World War I the United Kingdom was faced with considerable 
structural maladjustments, and at the same time Germany underwent 
large territorial changes. The growth of the other three countries is 
examined up to the beginning of World War II. For each country except 
the United Kingdom, the period examined includes the years during 
which, according to Rostow, the country had its “take-off.” 

The reader may be warned at this stage that, even if some consistent 
statistical relationship could be established between price changes and 
rates of economic growth, this relationship would not justify any 
definite conclusion about causation. The social and political institutions 
of the 1960’s are radically different from those of the nineteenth and 
early twentieth centuries. In the nineteenth century most economic 
development was carried on by private enterprise, but today it is 

*Mr. Bhatia, economist in the Special Studies Division, is a graduate of Bombay Uni- 
versity and of Oxford University. He was formerly a member of the staff of the Indian 
Ministry of Finance and has contributed several articles to Indian economic journals. 

1 For example, “Inflation and Economic Development,” Federal Reserve Bank of New 
York, Monthly Review, August 1959, pp. 122-27; U Tun Wai, “The Relation Between 


Inflation and Economic Development: A Statistical Inductive Study,” Staff Papers, 


Vol. VII (1959-60), pp. 302-17. 
2 W. W. Rostow, “The Take-Off into Self-Sustained Growth,” Economic Journal, 


Vol. 66 (1956), pp. 25-48. 
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strongly influenced, in a number of countries, by planning and govern- 
mental controls. The emergence of powerful trade unions is another 
important feature of the present-day economic setting. The decline in 
the relative importance of private international lending and the increase 
in the importance of foreign aid are other factors differentiating present 
from previous conditions. But even if the existence of a systematic 
relationship between price changes and growth could be demonstrated, it 
would not be possible to tell which is the independent and which the 
dependent variable. There may be a two-way relationship between price 
changes and growth: economic development may affect the behavior of 
prices, and price changes may influence economic growth. 


Data going back for almost a hundred years are likely to be of varying 
reliability for the various countries studied here. Also, it is not possible 
to obtain a uniform time series for all the countries examined. Therefore, 
the study must be rather flexible in its use of indices of growth and of 
price change. For example, the rate of price change may be measured 
in some countries by the wholesale price index, and in others by the 
cost of living index, whichever is more readily available. Similarly, 
economic growth may be measured either by the national income index 
or (as in the United Kingdom) by the index of industrial production. 
However, to ensure that inter-period comparisons will be valid, only one 
series is used here for each concept in any single country. 


It is often argued that, by shifting resources from wage earners to 
entrepreneurs, inflation aids capital formation. This argument is 
examined first in this paper by comparing movements in prices, in 
productivity, and in wages. It is concluded that, although a greater 
proportion of periods of rising prices tends to be associated with rising 
profits, periods of falling prices are by no means always periods of falling 
profits. Profits have increased in some periods of falling prices, and 
decreased in some periods of rising prices. 

The study reveals no systematic relationship between price changes 
and rate of growth. The relationship, if any, has differed from country 
to country. The rates of growth were inversely related to the rates of 
price change in Germany and Japan, whereas in Sweden and Canada 
the two tended to move together. However, in most cases the correlation 
coefficients were low, so that no conclusion about the relation between 


the rate of growth and the rate of price change can be drawn from the 
statistical data examined here.* 


3 The conclusion that historical evidence does not indicate any consistent association 
between growth and price change is also supported, especially for the United States, by 
The Relationship of Prices to Economic Stability and Growth: Compendium of Papers Sub- 
mitted by Panelists Appearing Before the Joint Economic Committee (Washington, 85th 
Congress, 2nd Session, 1958). 
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Methodology 


In this study, the rate of growth is measured by reference to changes 
in either total national income or industrial production, deflated by 
either a cost of living index or an index of wholesale prices. No allowance 
is made for changes in population or in terms of trade.4 

Since our concern is with trend rates of growth of output, the first 
problem is to eliminate cyclical and random fluctuations from the series 
of output and of prices. In an unsmoothed series, periods of falling 
prices are quite likely to consist predominantly of years of cyclical 
decline, and periods of rising prices predominantly of years of recovery. 
The rate of growth measured by trends fitted to data covering periods 
both of rising and of falling prices will be underestimated for the down- 
swing and exaggerated for the upswing.® There is no perfectly reliable 
statistical method of eliminating the influence of cyclical variations. 
An ad hoc procedure, which uses a five-year moving average to smooth 
both the production and the price series, has therefore been adopted. 
These smoothed series are shown in Charts 1 and 2. 

Periods during which different price trends were clearly visible had 
next to be demarcated in the smoothed series. But how long did a period 
have to be to ensure that the trend should be clearly visible? In the 
United Kingdom, for example, there was a long-term downward price 
trend between 1810 and 1850, but the rates of movement during 1810-22 
and during 1839-50 were different, and between 1833 and 1839 the 
moving average of prices rose. Some would consider only long price 
waves of 20-30 years as significant, while for the kind of study pursued 
here, others may be more interested in the shorter periods. In the calcu- 
lations presented below, both long period and short period movements 
have been examined, except that for profits only short periods have 
been used. 


The rates of change of prices, of money wage rates, and of output 


S 
were calculated by using the formula (1 + 7)’ = ~, where S is the value 


A 
for the last year, A the value for the first year, 7 the number of years, 
and r the rate of change. For the long periods, the values of S and A 
are five-year moving averages. For the short periods, straight-line 


4 Total national product, rather than average per capita product, is taken as an indicator 
of growth, partly because there is no simple clear relation between population movements 
and growth. In Tun Wai’s study (op. cit.), the conclusions drawn from an examination of 
movements of total income were not substantially modified when allowance was made for 
changes in population or in terms of trade. 

5 A business downswing may merely retard the rate of growth without involving any 
absolute fall in production. 
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Cuart 1. Inpices or InpustriAL Propuction, Prices, AND WaGE Rates 
IN THE United Kinepom! 
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1 The data shown are five-year moving averages. 


trends were fitted to both the production and price series and from the 
equations obtained values for S and A were then computed.® 


Price Inflation and Profit Inflation 


Theoretically, price inflation might increase the rate of economic 
growth by raising profits and thus inducing an increase in savings and 
investment. This argument relies on the probability of wage lags in the 
economy during periods of rising prices. In practice, there are institu- 
tional limitations to this effect of inflation. Even in the less developed 
countries, trade unions are sufficiently powerful to force up wages in 
response to increases in the cost of living, so that wage lags cannot be 
assumed to be an adequate source of increased savings. 


6 The five-year moving average is assumed to have eliminated most of the cyclical 
fluctuations, but any effects of these fluctuations which may still remain in the beginning 
and end years of a subperiod would be further reduced by fitting a trend to the short 
ane ~g cases where 7 is large, the influence of these possible fluctuations will tend to be 
negligible. 
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Crart 2. Inpices or Economic Growts, PricEs, AND WAGE Rates 
in GERMANY, SWEDEN, CANADA, AND JAPAN! 
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1 The dita shown are five-year moving averages. 
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In Table 1, movements in prices, money wages, and productivity are 
recorded for each of the five countries examined in this study, with a 
view to discovering whether periods of price inflation coincided with 
periods of rising profits.’ For the United Kingdom and Canada, produc- 
tivity is measured by reference to industrial productivity, and for 
Germany, Sweden, and Japan, by reference to real national income per 
occupied person.® For Canada, therefore, price changes are measured in 
terms of movements in manufacturing prices. For the United Kingdom, 
for which no index of industrial prices is readily available, price changes 
are measured in terms of changes in Schlote’s index of export prices of 
the United Kingdom. Price changes are measured by reference to changes 


in the cost of living in Germany and Sweden, and in wholesale prices 
in Japan. 


In the absence of direct evidence on profits, it is assumed that they 
increase if the annual percentage change in prices is greater than that in 
wage costs as measured by the difference between the annual percentage 
changes in money wages and in productivity. Similarly, profits may be 
said to decline if the annual percentage change in prices is smaller than 
the difference between the annual percentage changes in money wages 
and in productivity. In Table 1, periods of rising profits are marked +, 
of falling profits, —, and of constant profits, 0. 


The facts recorded in Table 1 for the United Kingdom, Germany, 
Sweden, and Canada are summarized below by classifying the periods 
according to whether there were positive or negative changes in prices 
and in profits. (Periods in which the change in either series was zero 
are excluded.) According to this summary, rising prices were associated 





Profits Rising Falling | Total 
Prices 














Rising 7 = . a - 
Falling 4 : | 10 
Total 11 = | = 





x? = 2.94, 10% > P > 5% 


more often with rising profits than with falling profits. Seven of the 10 
periods of rising prices were also periods of rising profits; only 4 of the 
13 periods of falling prices were periods of rising profits.? However, the 


7 In the absence of more relevant data, movements in profits are assumed to be indicated 
by movements in nonwage income. 


8 Where no continuous series on productivity were available, productivity changes 
between any two observed years are assumed to be linear. 


9 In 3 other periods of rising prices, computed profits remained unchanged. 
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evidence does not conclusively support the thesis that periods of rising 
profits are periods of rising prices. Of 11 periods of rising profits, 7 
periods were associated with rising prices and 4 with falling prices. 


Tape 1. ANNUAL PERCENTAGE CHANGES IN Prices, MONEY WAGES, AND 
Propuctivity, SELECTED COUNTRIES 








Prices Money Wages Productivity Profits 
United Kingdom! 
1839-50 —2.2 0.3 1.0 - 
1850-56 1.0 1.0 2.0 0 
1856-60 0.5 0.4 1.9 oe 
1860-64 5.9 1.9 2.2 = 
1864-69 —2.0 1.1 2.9 - 
1873-87 —2.9 0.1 0.7 - 
1896-1912 1.7 0.7 0.0 + 
Germany 
1877-82 —0.2 —0.5 0.0 a 
1882-86 —2.7 1.1 3.8 0 
1886-91 1.8 1.8 0.0 0 
1892-95 —1.0 0.7 4.2 =e 
1895-1901 1.0 1.8 1.1 - 
1901-11 2.4 2.1 —0.3 0 
Sweden 
1870-75 2.6 4.9 3.0 = 
1875-81 —1.6 —0.5 0.9 - 
1882-87 —2.7 0.5 1.0 = 
1887-91 1.5 2.6 2.4 -— 
1891-95 —1.4 1.9 2.7 - 
1895-1901 2.0 3.9 1.6 - 
1902-12 1.4 3.3 2.3 =o 
1924-29 —1.2 1.2 3.1 + 
1929-34 —1.5 —0.1 0.4 - 
Canada 
1890-1900 —0.8 1.0 1.2 —_ 
1900-10 —0.9 0.9 —0.2 - 
1910-20 7.9 0.8 0.3 At 
1920-30 —3.4 —1.0 4.5 
1933-39 1.4 4.7 2.2 - 
Japan 
1881-86 —7.8 —0.3 3.4 — 
1886-93 2.7 0.0 3.2 SS 
1893-98 5.9 6.9 4.5 oe 
1898-1903 2.5 3.9 1.5 + 
1903-06 4.9 5.1 1.8 + 
1906-12 1.0 4.1 4.3 42 
1915-21 12.4 7.7 4.4 + 
1921-27 —3.3 1.4 4.5 = 
1927-32 —5.2 —3.5 5.2 =e 
1932-36 6.7 0.0 2.4 =e 





Sources: See page 114. 


1 Up to 1860, money wages refer to Tucker’s index for London artisans; thereafter, to 
the index of money wage rates calculated by Phelps Brown and S. V. Hopkins. 
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The experience of Japan was different from that of the other four 
countries, both profits and prices increasing in most of the periods, 
Prices increased during 7 of the 10 periods demarcated for Japan, and in 
each of these 7 periods profits increased. Profits declined in 2 of the 3 
periods during which prices declined, and increased in the third. 

Rostow has tentatively placed the “take-off” period for self-sustained 
growth in the United Kingdom at 1783-1802, in Germany at 1850-73, 
in Japan at 1878-1900, in Sweden at 1868-90, and in Canada at 1896- 
1914.!° He has maintained that several “take-off” processes were assisted 
by inflation." This, however, was not the case for Sweden, Japan, or 
Canada. In Sweden, prices rose in only 8 years during the total take-off 
span of 22 years. In Japan also, prices fell up to 1886. In Canada, 
although wholesale prices rose between 1896 and 1914, the rise only 
slightly more than offset the fall in the two preceding decades. The rise 
in manufacturing prices in Canada was even more modest, and these 
prices actually declined between 1906 and 1910 (Chart 2). 


Price Changes and Rates of Growth 


Chart 3 and Table 2 indicate the rates of price change and of growth 


for the long periods in each country. For the United Kingdom, Canada, 
and Japan, price changes refer to movements in wholesale prices. For 
Germany and Sweden, the rates of price change are measured by changes 
in the cost of living. The rate of growth in the United Kingdom is 
measured by the rise in industrial production, and that in the other four 
countries by the rise in real income. In order to determine whether 
any relationship existed between these two rates, a linear equation 
relating rate of growth (Y) to rate of price change (X) was fitted for 
each country separately. The results were as follows: 


Number of Regression Correlation 
Country Observations Equation Coefficient 


United Kingdom 
Germany 
Sweden 

Canada 

Japan 


ue ued 


10 W. W. Rostow, op. cit. 

11 “Jnflation has also been important to several take-offs. In Britain of the late 1790's, 
the United States of the 1850's, and Japan of the 1870's, capital formation was aided by 
price inflation, which shifted resources from consumption to profits.” See “Rostow on 
Growth,” Econom‘st (London), August 15, 1959, p. 412. (See also W. W. Rostow, The 
Stages of Economic Growth, Cambridge, 1960, pp. 47-48.) 
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Cuart 3. RELATIONSHIP BETWEEN Rate or Economic GROWTH AND PRICE 
CuanceEs Durine Lona PEriops! 
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1 Based on data in Table 2. 
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TasBLe 2. Rares or Price CHANGE AND OF Economic Growts Durine Lone Pertops, 
SELECTED COUNTRIES 


(In per cent per annum, compounded) 





Period Rate of Price Change Rate of Growth 


United Kingdom 1812-33 —2.7 3.4 
1839-50 —2.4 
1856-73 0 
1873-96 —2 
1896-1912 1 


Germany! 1865-75 
1875-90 
1890-1910 


Sweden 1865-75 
1875-87 
1895-1912 
1924-34 


Canada 1873-96 
1896-1912 
1932-38 


Japan 1881-86 
1886-1906 
1906-13 
1913-21 
1921-32 
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Sources: See page 114. 


1 National income figures are available only for overlapping decades. Annual averages 
are assumed to fall in the middle year of the period. Although the cost of living index is 
available on a yearly basis, annual averages for them were also constructed for the same 
overlapping decades and these averages also are assumed to fall in the middle year of the 
period. 


The relationship between price change and economic growth sug- 
gested by these equations was different for different countries. In the 
United Kingdom, Germany, and Japan, the rate of growth tended to be 
inversely related to the rate of price change. In Sweden and Canada, 
rising rates of growth tended to be associated with higher rates of price 
change. However, the correlation coefficients are statistically significant 
only for Japan and Sweden, and for these countries the conclusions 
suggested are in fact contradictory. This, as well as the low values of the 
correlation coefficients for the other three countries, renders the value 
of this evidence extremely tenuous. 

Chart 4 and Table 3 show the rates of price change and of growth 
during the short periods in which different rates of price change are 
clearly visible. The least-squares regression equations of rate of growth 
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Cuart 4. RELATIONSHIP BETWEEN Rate oF Economic GrowTH AND PRICE 
CuaNnGeEs Durina SHort PeErtiops! 
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1 Based on data in Table 3. 
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TaBLE 3. Rates oF Price CHANGE AND OF Economic GrowtH DurinG Snort Pertiops, 
SELECTED COUNTRIES 


(In per cent per annum, compounded) 





Period 


Rate of Price Change 


Rate of Growth 
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Sweden 
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1870-75 
1875-81 
1882-87 
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1891-95 
1895-1901 
1902-12 
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1896-1904 
1904-12 
1922-28 
1932-38 


1881-86 


1932-36 


—4.2 


| 
_ 
oo 


| 
SNS Oui: 


SS Ve tVinwe NEO ee kt 
ANRORDANAMDR CbBRaAwWHwWRhE UBDNWDORH 


PNNNNNS 
Noe RO 


—_ 


SAWN ih Woh 
Nid Ww RODS NI 


to 
© 


09 Go RO 


SOME NMS NN MiP ime coh cae es 
Dm wWenSe PH wwNhON NN SH wN wR AAMORONWO 


SUR CULE re he 


WO OP Ih NON oUb o> 
mMownouSohae 





Sources: See page 114. 
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(Y) on rate of price change (X) obtained for the five countries were as 


follows: 
Number of Regression Correlation 
Country Observations Equation Coefficient 
United Kingdom 10 Y = 2.92 + 0.10X 0.25 
Germany 9 Y = 3.57 — 0.59X —0.70 
Sweden 9 Y = 2.95 + 0.26X 0.42 
Canada 7 Y = 4.27 + 0.82X 0.60 
Japan 10 Y = 5.38 — 0.22X —0.61 


The results, in general, are similar to those arrived at for the long 
periods. The rate of growth was inversely related to the rate of price 
change in Germany and Japan. In Sweden and Canada, higher rates of 


Cuart 5. RELATIONSHIP BETWEEN Rate or Economic GrowTH AND Price CHANGES 
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growth were accompanied by higher rates of price change. In the United 
Kingdom, contrary to what was found for the long periods, there is a 
positive relationship between the rate of price change and the rate of 
growth. At the 5 per cent level of confidence, the correlation coefficient 
is significant only for Germany; for each of the other four countries it is 
too small to justify any firm conclusion. 

All the rates of price change and of economic growth are shown 
together in Chart 5 for the long, and in Chart 6 for the short, periods. 
Although the slopes of the fitted lines" tend to be negative (implying 
lower rates of growth accompanied by higher rates of price change), the 
correlation coefficients are very small, so that for these countries as a 
group we are still unable to draw any definite conclusion from the 
statistical data regarding the relationship between rates of price change 
and of economic development. 
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Advance Deposit Requirements 
for Imports 


Eugene A. Birnbaum and Moeen A. Qureshi* 


HE USE of advance import deposits as a means of implementing 

economic policy has spread rapidly in recent years. Most frequently 
used in Latin America, this technique has been applied in more than 20 
countries in various parts of the world.! The experience gained in recent 
years makes it possible now to analyze and to assess their functions as 
part of a general system of exchange and trade restrictions, and their 
contribution to the achievement of monetary stability. 


The provisions governing advance deposit requirements vary widely 
from country to country. The deposits are usually required to be in local 
currency, though in some cases? dollar deposits are required, and in Chile 
dollar-denominated treasury debentures are admissible. Their amount is 
generally stipulated as a percentage of the value of imports. As a rule, 
an importer is required to make the deposit in a commercial bank which 
in turn usually must transfer it to a special account in the central bank. 
The deposit is held for a defined period of time, at the end of which 
it is returned to the importer. In general, the deposit is required when 
application is made for an import license or exchange permit, or within a 
specified period after the license has been granted. If there is no exchange 
licensing, the requirement to deposit may be linked to the opening of 
letters of credit, the shipment of goods from abroad, the arrival of the 
goods, or their clearance through customs. The timing of the return of 
the deposit to the importer also varies widely. It may be returned when 


*Mr. Birnbaum, Loan Officer with the U.S. Development Loan Fund, is also a lecturer 
in International Economics at the George Washington University. He was formerly 
economist in the Finance Division, Research and Statistics Department, of the Interna- 
tional Monetary Fund. 

Mr. Qureshi, economist in the Exchange Restrictions Department, was educated at the 

University of the Punjab, Lahore, and Indiana University. He was formerly Deputy Chief 
in the Economic Division of the Pakistan Planning Commission. 
_ | At the time of writing there were 16 countries using advance deposit requirements for 
imports: Bolivia, Chile, Colombia, Ecuador, Ethiopia, Greece, Iceland, Israel, Indonesia, 
Japan, Nicaragua, Paraguay, Peru, the Philippines, Turkey, and Uruguay. This list does 
not include countries like Brazil, where the technique of selling foreign exchange involves 
in effect an advance deposit in the form of a prepayment of part of the local currency spent 
on foreign exchange. Countries which have tried advance deposit systems but subsequently 
abolished them include Argentina, Denmark, Finland, France, the Federal Republic of 
Germany, and Spain. 

? Ecuador and Bolivia. 
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action has been taken on his application for an import license (Japan); 
when the goods are imported, i.e., cleared through customs (Spain); 
when the foreign exchange payment is finally made (Turkey); after a 
specified period from the date on which the deposit was made 
(Paraguay); or after a specified period from the date of clearance through 
customs. Thus, the retention period during which funds remain deposited 
may vary from a few days to many months. 

The amount of the advance deposit varies from a small percentage to 
several times the value of the import. In Ecuador, for example, where the 
regulation applies to specified imports, the requirement ranges from 25 
per cent to 100 per cent of the import value. In Chile, the range is from 
5 per cent to 5,000 per cent, depending upon the “essentiality”’ of the 
imported goods. Because of the wide range in the amount and the period 
of retention of the required deposits and the varying importance of 
imports in the economies concerned, the amount of funds held at any 
one time in the form of advance deposits also varies widely from country 
to country. In Paraguay, these funds were at one time equal to almost 
one third of the money supply. 

Advance deposit systems vary widely with regard to their differ- 
entiation between commodities. As one extreme example, Bolivia applies 
advance deposit requirements only to imports of automobiles. Colombia 
applies them to almost all imports. While differential treatment is 
usually related to the “essentiality”’ of the commodity, some regulations 
vary the requirements according to the type or method of payment 
involved. In Greece, for example, the advance deposit requirement for 
goods imported on the basis of cash against shipping documents is 50 
per cent to 100 per cent. For imports against a time draft, a bank 
guarantee of 25 per cent of the import value (c.if.) is required, but 
shipments payable by letter of credit require no advance deposit or 
bank guarantee. 

However the advance deposit technique may differ from country to 
country, its original purpose has normally been to discourage imports 
by increasing their cost as importers are forced to obtain additional 
financing to make the deposit. But the system also has the effect of 
temporarily absorbing liquidity, and, as the result of experience, this may 
come to be regarded as an important purpose. Thus, while advance 
deposits are used primarily to limit international payments, they also 
serve as an instrument of domestic monetary policy. 

Two questions arise in regard to the use of advance import deposits 
as an instrument of monetary policy: (1) To what extent will the banks 
satisfy the additional credit demand that the deposit requirement 

generates? In some countries, e.g., Indonesia, an attempt is made to 
avoid bank financing of advance deposits by prohibiting such financing 
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either wholly or partially. (2) What shall be done with the accumulating 
deposits? A government in need of revenue may, for instance, want to 
use the deposits to finance its budget. It can do this by borrowing them 
from their depositary (Indonesia) or directly by permitting importers to 
meet the requirement by purchasing government bonds instead of 
depositing cash. In Chile, for example, importers are permitted to 
purchase dollar-denominated short-term government obligations in lieu 
of making cash advance deposits. Advance deposits may thus be used as 
an instrument of government finance. 

In addition to economic reasons, there may be procedural or tactical 
reasons for the introduction of advance deposits. Their introduction 
and implementation may appear to be technically easier than alternative 
measures that would have approximately the same effects. Tariff 
changes may involve undue delay if they require legislative action or the 
approval of the ConTractinG Parties to the General Agreement on 
Tariffs and Trade; changes in multiple rates require Fund approval. An 
advance deposit requirement, on the other hand, is often considered to be 
within the administrative powers of the central bank. There may be less 
public resistance to a measure such as an advance deposit requirement, 
which is ostensibly directed at a particular economic sector, than to an 
increase in bank reserve requirements against deposits, which more 
overtly affects all borrowers. 

The direct effects on imports of advance deposits are discussed in the 
next section, and the less direct effects that derive from the monetary 
impact of these deposits on the economy at large, in a later section of 
this paper. 


Advance Deposits as a Device to Restrain Imports 


The direct effects of an advance deposit requirement on the demand for 
imports depend on the availability of funds to finance the deposit and, 
if funds are available, on the cost to importers of this additional 
financing. When the importer finances the deposit from his own resources, 
the cost involved is the opportunity cost of using the money in his own 
business. In an inflationary situation, this opportunity cost will include 
allowance for the expected drop in the purchasing power of the local 
currency. If the funds required to make the advance deposit are bor- 
rowed, the importer has to pay bank charges, in the form of interest and 
commissions. Rates charged by banks often do not fully reflect the 
declining value of the currency. Even then, the cost to the importer of 
tying up borrowed money in advance deposits in local currency may be 
as high as if he had used his own money, for, in the absence of the advance 
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deposit requirement, he might have borrowed the same amount of 
money and employed it in his business. In those cases where advance 
deposits in dollars are permitted, the importer stands to share in the 
consequences of any rise in their value in terms of local currency. 

The interest cost of the additional financing required to make the 
advance deposit adds a varying amount to the cost of importing, 
depending upon the size of the advance deposit, the length of time it is 
retained, and the cost of borrowing. 

In the absence of inflation, this cost may be moderate. Given an 
interest rate even as high as 15 per cent, an advance deposit requirement 
of 100 per cent of the value of imports, and a retention period of three 
months, the additional interest cost resulting from advance deposit 
payments would be only about 4 per cent of the total import cost. This 
appears to be a reasonable estimate of the interest costs involved in 
about half of the countries with advance deposit requirements, though in 
some of the other countries the interest costs may well be substantially 
higher. 

In inflationary conditions, the cost is increased in the manner 
described above. Moreover, when advance deposits are as high as 300 per 
cent of the import value, as in Paraguay for certain imports, the addi- 
tional interest cost has a more restrictive effect on import demand; and 
when advance deposits reach 5,000 per cent—as in Chile for one category 
of luxury goods—the cost may well be prohibitive. 

The extent of the restrictive effect on imports of an advance deposit 
requirement clearly depends on the relative profitability of importing as 
an enterprise, and this varies with the environment in which the 
importers operate. An increase in working capital requirements with its 
implicit or explicit interest costs may, in an environment with attractive 
alternative investment possibilities, effectively discourage imports and 
transfer resources from the import sector to other productive activities 
and may reduce imports by significant amounts. A potential increase in 
the cost of imports might help to curb any speculative tendency on the 
part of importers to overestimate their requirements. In many of the 
countries which have adopted advance deposit requirements, however, 
the threat of inflation makes investment in inventories of imported goods 
particularly attractive. Moreover, doubts about the future availability 
of imports, aroused in part by the imposition of the advance deposit 
requirements themselves, may help to increase the expectation of high 
profits more than enough to offset the restrictive effects of the higher 
cost associated with advance deposit requirements. 

The difficulty of obtaining the additional finance necessary to make 
advance deposits will, of course, tend to be reflected in the interest 
charges. In certain countries, bank financing of advance deposits is 
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wholly or partially prohibited. Even when bank financing is permitted, 
however, the imperfections of the money market in underdeveloped 
countries and the varying degrees of creditworthiness of individual 
importers may make it difficult to obtain the necessary finance, par- 
ticularly if deposit requirements are high.’ However, experience in most 
countries where advance deposits have been required indicates that, 
except where the advance deposit system is accompanied by a generally 
tight monetary policy, the difficulty of obtaining the additional financing 
is seldom by itself a serious obstacle to importation because of the 
preferred status of imports as a basis for credit. Even when bank 
financing of advance deposits is prohibited, alternative sources of finance 
can usually be found, although in such cases the interest cost of the 
additional funds may be somewhat higher. 


There are three principal reasons for the relative ease with which it is 
normally possible to find financing. First, loans for import advance 
deposits are virtually riskless: the deposits, even if not actually held in 
the lending bank itself, fully guarantee the loan. Second, in the countries 
where the advance deposit device is used, it is likely that the financing of 
imports and importers’ inventories forms a large part of commercial 
bank business. The financing instruments are considered to be prime 
commercial paper, and importers occupy a preferred position among the 
banks’ customers. Third, foreign exporters, anxious to maintain their 
markets, tend to make available to importers more generous suppliers’ 
credit, financed in larger foreign money markets under conditions more 
favorable than those in the money markets of the importers’ countries. 


Apart from serving as a general device to restrict imports, advance 
deposit requirements have also been used in some countries to influence 
the type of commodity imported or the country of origin. The technique 
that has been adopted most often to influence commodity composition is 
to distinguish between essentials, nonessentials, and luxuries and to 
apply an increasing scale of requirements. In Chile, the range of advance 
deposit requirements, from 5 per cent to 5,000 per cent of the c.i.f. value 
of imports, covers ten different categories; the period for which the 
advance deposit is retained varies from 30 to 90 days, depending again 
upon the essentiality of the import. ssiaagic the deposit requirements 


? It has been observed that this may tend to ‘ - stifle the a ge of smaller 
firms and thereby contribute to the growth of eae See Memoria, V Reunién de 
Técnicos de los Bancos Centrales del Continente Americano (Bogota, 1957), Tomo III, p. 13. 


‘ Referring to the experience of the Federal Republic of Germany in the early 1950's, 
Professor Otto Veit found “... that the banks gladly undertook to finance the provision 
of these monies, because for them this was a transaction completely free from risk. . 

See Changes in Monetary Policy and Their Consequences (Prof. Dr. Otto Veit with the 
assistance of others, Institute for Credit Study, Johann Wolfgang Goethe-University, 
Frankfurt am Main, Germany, 1957), pp. 136-37. 
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may vary according to the country of origin of imports, e.g., imports 
from neighboring countries may be exempt. Illustrations of this kind of 
differentiation may be found in the arrangements recently eliminated in 
Argentina and in the practices of Paraguay and Ecuador. 


In practice, advance deposit requirements do not appear to have had a 
very substantial effect on the direction of trade. Either more basic 
facturs—such as quality and supply conditions—dominate, or 
discrimination by preferential treatment in advance deposit arrange- 
ments plays a supporting role to more direct discrimination through 
bilateral agreements. In a situation of tight credit, however, exemption of 
imports from neighboring countries has not been without effect. A similar 
conclusion seems warranted with regard to the commodity composition 
of imports. The relatively small differences in cost are generally not 
enough to shift any marked amount of import demand from one con- 
modity category to another. However, in cases such as Chile, where the 
requirements are tantamount to prohibition of the import of “luxuries,” 
some impact on composition is inevitable. 


Some of the characteristics of advance deposit requirements can be 
indicated by comparing them with other measures designed to restrict 
imports. 

(1) While tariffs, multiple rates, or import surcharges could have 
equivalent effects in reducing imports and also produce revenue for the 
government, advance deposits cannot produce revenue. Instead, their 
proceeds create a liability of the central bank or the government to the 
private sector, with an attendant inflationary impact when this liability 
is discharged. 

(2) Advance import deposits tend, in the circumstances of the less 
developed countries where they are principally found, to have an 
arbitrary (or at least an uneven) impact. To importers with longer- 
established businesses, to importers with the better connections with 
foreign suppliers, and to importers with greater financial strength of their 
own, the cost of financing the additional working capital is likely to be 
lower than it is for their less favored competitors. Thus advance deposits 
may discriminate more, and more directly, between importers than do 
the more impartial import-restricting devices which operate through the 
modification of prices. 

(3) When, as has often occurred, advance deposit requirements have 
been added to import-restrictive devices already in existence, such as 
quantitative restrictions, multiple rates, and import and exchange taxes, 
they have served further to complicate the exchange system. 

Another characteristic of the advance deposit technique is that, as 
monetary policy may be made more or less severe and interest rates 
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within the economy change, the restrictive effect upon imports of 
advance deposits also varies. 


Advance Deposits as an Instrument 
of Monetary Policy 


Importers may be required to lodge advance deposits either with the 
central bank or with a commercial bank; in the latter case, the bank 
may or may not be required to redeposit the amounts with the central 
bank. Importers may use currency or bank deposits, either drawn from 
their own cash balances or from another’s, or obtained from bank loans 
negotiated for the purpose. In all cases, monetary claims on the banking 
system are transformed into nonmonetary (i.e., less liquid) claims. In 
exchange for the deposits, importers receive an obligation of the 
depositary (central bank or commercial bank) or of the government. 

From the point of view of monetary policy, an advance deposit 
regulation is of importance in at least three respects: (1) the direct 
effect on current private sector expenditures; (2) the effect on the supply 
of loanable funds of the commercial banks; and (8) the uneven time 
distribution of both these effects. 

Where no new bank credits are available to build up the advance 
deposits, the necessary funds will have to be found from the working 
capital of the private sector of the economy or financed through dis- 
investment, e.g., by a reduction in importers’ inventories or in inventories 
generally. The accumulation of the advance deposits will then have, 
apart from their price effect, a contractive effect on income, as a result of 
which total demand, including that for imports, will fall. 

The accumulation of advance deposits will, in general, also affect the 
liquidity position of the banks and thus possibly the volume of bank 
credit to the economy, and therefore the rate of expenditure. The magni- 
tude of this effect depends on the initial position of the banks and on 
the nature of the credit controls in force, as well as on the terms of the 
advance deposit requirements. 

If advance deposits were to be lodged solely with commercial banks, 
e.g., in a special account, and the reserve requirement of the banks did 
not apply to this special account, the banks could always lend to 
importers the amount needed to finance the advance deposits to be 
accumulated (unless there were rigid credit ceilings) by performing what 
in essence would be a mere bookkeeping operation: the depositary bank 
would simply debit its loan account with the importer and credit the 
special account. Moreover, such loans, being completely riskless and not 
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impairing the banks’ liquidity position, would be highly attractive to 
the banks. Such an arrangement would leave unchanged the economy’s 
holdings of spendable funds, and the advance deposit accumulation 
would have no monetary effect. 

However, the standard practice is to require the advance deposit to 
be lodged with the central bank—either directly by establishing a special 
account with the central bank, or indirectly by requiring the commercial 
banks to hold 100 per cent reserves against it. In either case, the liquidity 
of the banks suffers a reduction. 

If initially the banks held excess reserves—i.e., more liquid assets than 
either the law or well-established custom requires—they could lend to 
importers the funds necessary to accumulate the advance deposits (at 
the expense, of course, of future loan expansion). The effect on current 
expenditures in this case would be negligible, if it can be assumed that 
the bank financing of the advance deposit does not create a shortage of 
funds that otherwise would have been used for other purposes. 

If, however, the banks had no excess reserves, they would be unable 
to lend to importers the additional finance necessary for the advance 
deposits without calling in other loans. If, as is likely, the banks should 
regard advance deposit finance as more attractive than some of their 
outstanding loans, and should accordingly call in loans to the extent 
necessary to meet importers’ requirements, there would tend to be a 
contraction of credit as the economy adjusted to a smaller reserve base. 
If importers turned for finance to nonbank sources instead of to the 
banks, the process of adjustment would, in the long run, bring virtually 
the same results that would have occurred had the importer been 
financed initially by the banks. In either case, the extent of the credit 
contraction would depend upon the magnitude of the money multiplier, 
and the strength of the determination of the banking system and the 
private sector to maintain the status quo ante liquidity position. 

If new money is simultaneously being put into circulation through 
government deficits financed by borrowing from the central bank, or by 
an inflow of gold, or the like, the process of contraction may, of course, 
be neutralized. This would tend to be the case where the importer is 
permitted to buy government bonds as an alternative to lodging cash 
deposits with the bank, and the government then spends the funds so 
obtained. 

Thus, if the accumulation of advance deposits is to have a monetary 
effect, at least two conditions must be satisfied: (1) advance deposits 
must be sterilized with the central bank; (2) credit controls must be 
sufficiently tight to prevent either direct or indirect bank financing of the 
deposits. This latter condition may be met in the form of over-all ceilings 
on bank credit, or through sufficiently high reserve requirements and 





ee ee ee ee YY —<~ — se 65 bee 


wa he eft ts a 3 Ge 


ae — ae ae Le a 


ae a ee a ae ee ae eee 


ee on ET USSU 





ADVANCE DEPOSIT REQUIREMENTS FOR IMPORTS 123 


rigorous limits on central bank accommodation to the deposit banks. 
In view of the central bank practice of providing rediscount and loan 
accommodation on liberal terms to the commercial banks, which is 
frequently found in countries using the advance deposit technique, this 
point deserves special emphasis. 

Finally, it is important to note that any restrictive monetary effect 
is temporary: it operates only for the period during which the advance 
deposits are actually being accumulated with depositaries and frozen 
there. With a given flow of imports, this accumulation will continue 
from the time the advance deposit scheme is put into effect and for the 
period for which each deposit is to be held. After that, there will be no 
further net contraction. 

When an advance deposit requirement is removed, there will—again 
for a period (equal to the time the requirement effectively forces the 
lodgment of the advance deposit in their depositary )—be a net monetary 
expansion. A similar threat of increased liquidity in the economy occurs 
if imports decline while the advance deposit system is in effect. Unless at 
the time of their release other measures are taken to maintain the 
monetary sterilization of the accumulated advance deposits, the economy 
will be threatened by an inflationary expansion. 


Conclusion 


The existence of institutional limitations may, at times, have 
prevented or checked the use of other instruments of monetary policy, 
and so have led to the adoption of the advance deposit technique for 
meeting temporary needs. This may have been an important considera- 
tion in Uruguay, for example, where changes in bank reserve require- 
ments require legislative approval which may be difficult to obtain with 
sufficient promptness. In some countries, open market operations are 
ruled out as an alternative because of the absence of a developed money 
market. 

The advance deposit technique has been used as a support for stabili- 
zation programs which involve a major relaxation of trade and exchange 
restrictions. The application of advance deposits in Spain, for example, 
might have been designed to absorb liquid funds held outside the banking 
system which could not effectively be reached by the traditional instru- 
ments of monetary policy; it might also have been used to discourage 
speculative imports considered as likely to follow the introduction of 
import liberalization. The fact that the first effects of advance deposits 
upon the demand for imports are likely to be felt quickly may add to 
their attractiveness, 
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While, in general, advance deposits have been regarded as an instru- 
ment that would help to restore equilibrium, in practice they have often 
tended to produce the opposite result. The immediate effect of the 
payment of an advance deposit is to reduce the liquidity of the economy, 
but the effect of its subsequent repayment cannot easily be controlled. 
If, for example, the authorities feel obliged to reinforce the import- 
reducing effects of advance deposit requirements by resort to more 
direct measures, such as new or more stringent quantitative import 
restrictions, the decline in imports that then occurs will be accompanied 
by a release of advance deposits which serves to generate additional 
inflationary pressure. Advance deposits may similarly be released if 
advance deposit requirements already imposed are made more stringent, 
depending upon the import elasticity of demand. 

The intended stabilization effect of advance deposits sometimes has 
not been realized because the government has not been able to resist the 
temptation to use the accumulation of such deposits, which ought to be 
sterilized with the central bank, for financing the fiscal deficit. In other 
situations, the accumulated advance deposits, although not used directly 
for budget purposes, indirectly provide a basis for relaxing needed 
financial restraints. In such circumstances, government expenditure may 
tend to rise and new inflationary forces be set in motion. In some coun- 
tries, advance deposits are financed by an expansion of commercial bank 
credit, which is supported in turn by the continuous creation of central 
bank monetary liabilities to finance persistent fiscal deficits: under these 
circumstances, the accumulation of advance deposits with the central 
bank makes no significant contribution as an instrument of anti- 
inflationary policy. 

Advance deposits are usually regarded as a temporary device, the use 
of which will in due course be brought to an end. The decision to ter- 
minate an advance deposit system, however, presents in an acute form 
the problem of the timing of the effects of their repayment upon liquidity, 
for liquidity will be expanded unless at the same time other measures are 
taken to ensure that the effects of the sterilization of advance deposits 
should not be relaxed. It is obvious that the task of abolishing an advance 
deposit system becomes increasingly difficult if the accumulation of 
deposits has been allowed to grow to unwieldy proportions. 

On the assumption that a decision has been made to terminate an 
advance deposit system, the most appropriate method would be a 
program spaced over a number of months, accompanied by fiscal and 
credit control measures to generate effective offsetting deflationary 
forces with approximately equivalent timing. The choice of these 
measures would necessarily be influenced by the degree of inflation in 
the economy, by the liquidity position both inside and outside the bank- 
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ing system, and by the size of the accumulated deposits in relation to 
national income and money supply. In some circumstances, the 
temporary use of bank credit ceilings or other direct controls may be 
suitable. In others, the most effective course might be the enforcement 
of a system of new or higher average reserve requirements against deposit 
liabilities of commercial banks. 

Since an abrupt uniform increase in average reserve requirements 
might work undue hardship upon certain banks in countries where bank 
liquidity is unevenly distributed, it might be considered better, as a 
transitional measure, to introduce a device such as a 100 per cent 
marginal reserve requirement. By this means, that part of the released 
advance deposits that was used by importers to increase their demand 
deposit balances would be sterilized. However, to the extent that 
advance deposits had been financed by commercial bank loans, the 
released deposits would be available to repay these loans; this would 
provide the commercial banks with a fresh supply of loanable funds, 
since there would be no increase in their demand deposit liabilities and 
therefore no corresponding increase in required marginal reserves. These 
reserves could not be used to sustain a multiple expansion of credit, 
however, so long as the 100 per cent marginal reserve requirement 
remained in force. 

All these considerations and the experience of many countries indicate 
that the merits of advance deposit devices are strictly limited. Imports 
can usually be restricted and monetary policy influenced more effectively 
by other measures. Moreover, advance deposit requirements tend to 
have undesirable side effects. Although under certain special conditions 
an advance deposit scheme may serve a transitory need, the use of this 
instrument of policy appears to be generally inadvisable. 


5 For an earlier study, see Jorge Marshall, “Advance Deposits on Imports,” Staff Papers, 
Vol. VI (1957-58), pp. 239-57. 





Variations in the Money Multiplier and 
Their Implications for 


Central Banking 


Joachim Ahrensdorf and S. Kanesathasan* 


HE PURPOSE of this paper is to examine some of the assumptions 

that are frequently implicit in monetary models of the economic 
system and to consider some of the lines along which further investiga- 
tion of the operation of the banking system might be pursued. 


Most analyses of the monetary mechanism proceed from an assump- 
tion that there is a relation, or a series of relations, between money and 
other assets available to the community. They examine the influence of 
these relations and of changes in the prime aggregate, money, on the 
rest of the economy. In general, they assume that the amount of money 
available to the community can be determined by the monetary authori- 
ties.1 This view is based on the traditional postulates regarding the 
operation of the banking system under a system of fractional reserve 
banking, which lead to the conclusion that the central bank has absolute 
control over its monetary liabilities.? Deliberate changes in central bank 
monetary liabilities are assumed to result in proportionate changes in 
bank reserves. These changes in bank reserves, in turn, induce a second- 
ary expansion or contraction by the banking system of an amount 
indicated by the ratio of currency in circulation to money and the ratio 
of customary or required reserves against deposits. These two ratios are 
considered to be reasonably stable, i.e., subject to only insignificant 
changes in the short run (in the absence of changes in legal reserve 


*Mr. Ahrensdorf, economist in the Finance Division, was educated at the Universities 
of Berlin, Heidelberg, and Michigan. Before joining the Fund staff, he was professor of 
economics at the University of the East, Manila, and lecturer at the University of the 
Philippines. He has contributed several papers to economic journals. 

Mr. Kanesathasan, a graduate of the University of Ceylon, is economist with the Central 
Bank of Ceylon. He was formerly economist in the Finance Division, Research and 
Statistics Department, of the International Monetary Fund. 

1 For example, see J. J. Polak, “Monetary Analysis of Income Formation and Payments 
Problems,” Staff Papers, Vol. VI (1957-58), pp. 1-50; Robert Triffin, “Un Esquema 
Simplificado para la Integracién del Andlisis Monetario y de Ingreso,” Memoria, V Reunion 
de Técnicos de los Bancos Centrales del Continente Americano (Bogota, 1957), and Europe and 
the Money Muddle (New Haven and London, 1957), especially pp. 48-53. 

2 See, for instance, John Maynard Keynes, General Theory of err Interest, and 
Money (New York, 1953), p. 230, and A Treatise on Money, Vol. I (London, 1930), 
p. 29-30. 
126 





VARIATIONS IN THE MONEY MULTIPLIER 127 


requirements). Hence it is assumed that the effect of given changes in 
central bank monetary liabilities on the total money supply is reasonably 
certain and predictable. It follows, from these assumptions, that a central 
bank can control the money supply in a fairly automatic and reliable 
fashion by producing changes in its monetary liabilities or, of course, by 
changing legal reserve requirements. Accordingly, limitations to central 
bank control of the money supply are attributed mainly to inability to 
manipulate monetary liabilities or to impose, vary, or enforce reserve 
requirements for banks. This inability may be the result of political or 
technical difficulties in offsetting changes in monetary liabilities arising 
from changes in foreign assets, or from credit given to the government 
as a result of fiscal policies. Limitations such as these are usually 
emphasized in discussions of monetary policy in less developed countries. 
For advanced countries, they are often considered insignificant.’ For 
such countries, discussions of monetary control are primarily concerned 
with the choice of instruments, the timing of measures, and their impact 
on effective demand for goods and services and on international capital 
movements. 

Inasmuch as a large part of banking theory has been developed in the 
United Kingdom and the United States, its assumptions are naturally 
related to the institutional setting in those countries. It might, therefore, 
be useful to examine the validity of the assumptions for a wider range 
of countries, in order to explore avenues along which the work being 
done toward integration of the banking mechanism into macro-economic 
analysis could be carried forward.‘ 

3 For a somewhat different conclusion, see Committee on the Working of the Monetary 
System, Report (Cmnd. 827, London, 1957), p. 224. 

4 For a recent attempt to integrate certain elements of banking theory and the Keynesian 
system, see Leif Johansen, “The Role of the Banking System in a Macro-Economic Model,” 
International Economic Papers, No. 8 (London and New York, 1958), pp. 91-110. This 
model adds to the four Keynesian coefficients two more functions relating the demand 
of households for bank deposits to income and the interest rate and shows the ratio of 
currency to money as depending on all six coefficients. See also the following: (1) J. E. 
Meade, ““The Amount of Money and the Banking System,” The Economic Journal, 
Vol. XLIV (London, 1934), pp. 77-83 (reprinted in Readings in Monetary Theory, 
York, Penna., 1951, pp. 54-63); (2) Banca Nazionale del Lavoro, Quarterly Review, Vol. VII 
(September 1954), Amedeo Gambino, ‘“‘Money Supply and Interest Rate in Recent Macro- 
Economic Conceptions,” Vol. VIII (September 1955), Erich Schneider, ‘““The Determinants 
of the Commercial Banks’ Credit Potential in a Mixed Money System,” Vol. VIII (De- 
cember 1955), R. S. Sayers, ““The Determination of the Volume of Bank Deposits: England 
1955-56” (reprinted in R. S. Sayers, Central Banking After Bagehot, London, 1957), Vol. 1X 
(January-June 1956), Amedeo Gambino, “Further Considerations on the Determinants 
of the Volume of Bank Deposits,” and Vol. XI (September 1958), Frank Brechling, “The 
Public’s Preference for Cash”; (3) G. S. Dorrance, ““The Bank of Canada,” Banking in the 
British Commonwealth (R. S. Sayers, ed., London, 1952), pp. 121-24; (4) A. H. Metzler, 
“The Behavior of the French Money Supply: 1938-54,” The Journal of Political Economy 
(Chicago, Ill., June 1959), pp. 275-96; and (5) Hans-Joachim Lierow, Der Geldschép- 


fungskoeffizient der Kreditbanken in der Bundesrepublik, Volkswirtschaftliche Schriften, 
Heft 30 (Berlin, 1957). 
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It is assumed in this paper that central banks have absolute control 
over changes in their monetary liabilities. Attention is focused on their 
ability to control and predict the effect of these changes on the total 
money supply, i.e., on an examination of the stability of the ratio relating 
changes in money to changes in central bank monetary liabilities (the 
money multiplier). This ratio is determined by the ratios of currency to 
money and of required reserves plus working reserves to deposits.’ It is 
also influenced by changes in the nonmonetary liabilities of the banking 
system, excluding the central bank (e.g., time deposits and bank capital). 
If changes of this kind are ignored for the moment, the stability of the 
currency/money and reserve ratios will assure a fairly high reliability for 
predictions of the magnitude of secondary credit creation on the basis of 
a given change in central bank monetary liabilities. The validity of the 
assumption that these ratios are reasonably constant in the short run is a 
question of fact and can therefore be tested. 


The behavior of the two ratios and of the multiplier derived from them 
is reviewed here for selected countries® and periods. First, the percentage 
changes in money that are attributable to changes in central bank 
monetary liabilities and to changes in the money multiplier are calculated 
for these countries. Then, the percentage changes in money attributable 
to variations in the three components of the multiplier (the ratio of 
currency to money, of required reserves to demand deposits, and of 
excess reserves to demand deposits) are estimated. Finally, the 
percentage changes in money which arise from (1) direct central bank 
action, i.e., through changes in its monetary liabilities and its required 
reserve ratio and (2) changes in behavior variables, i.e., the ratio of 
currency to money and the excess reserve ratio of banks, are separately 
identified. In conclusion, some implications of the estimated monetary 
impact of changes in the behavior variables are considered, and sugges- 
tions for further study are made. 


The conclusion of these investigations is that the assumption of 
short-run stability in currency and excess reserves, and therefore in the 
money multiplier, is not warranted. Although in most years observed 
the monetary effects of changes in central bank monetary liabilities and 
in legal reserve requirements exceeded those of changes in behavior 
variables, in certain years the opposite was true for most of the countries 


5 For a detailed exposition of the respective relationships, see p. 132, below, and also 
Richard Goode and Richard S. Thorn, “Variable Reserve Requirements Against Com- 
mercial Bank Deposits,” Staff Papers, Vol. VII (1959-60), pp. 9-45, and Procter Thomp- 
son, “Variations on a Theme by Phillips,’ The American Economic Review, Vol. XLVI, 
No. 5 (December 1956), pp. 965-70. 

6 The selection of a sample covering about 12 countries was designed to include economies 


in different stages of development and with different structures and a fairly wide geo- 
graphical distribution. 
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reviewed. The conclusion is that continued observation of the currency 
and excess reserve ratios and their explicit inclusion in the analytical 
framework would improve monetary analysis and focus attention on the 
feasibility of introducing further refinements. 


General Survey of Behavior of Currency 
and Reserve Ratios 


The ratios of currency to money (c) and of total reserves to total 
deposits (r), as well as data for the money multiplier (/) derived from 
these ratios, are given in Table 1 for the 12 countries in the sample. 
For Canada, the United Kingdom, and the United States, comparable 
data on which to base the ratios are available for some 30 years; for the 
other countries, such data are available for only a few postwar years. 
An attempt has been made to have the reserves data for each country 
measure the significant totals that guide commercial banks in their 
lending policy. Hence, the composition of reserves varies from country to 
country, depending on local institutional factors, whereas the value of ¢ 
is more consistent from country to country. For each country, Table 1 
shows the averages of the data for the periods covered, and the average 
absolute and relative deviations of c, r, and k. Changes in the annual 
averages of the two variables and in the money multiplier are shown in 
the charts on pages 147-49. 

For the postwar years, c is lowest in Canada, the United States, the 
United Kingdom, New Zealand, and Japan, and highest in Egypt, the 
Philippines, and the Federal Republic of Germany; Brazil, Colombia, 
Ceylon, and Italy are in an intermediate position. The highest r’s are 
those for the United Kingdom, Italy, Egypt, the Philippines, and 
Colombia; the lowest are those for Canada, Germany, and Japan. For 
the three countries for which data are available for about 30 years, 
c shows a higher average for the postwar period than for the interwar 
years. While the ratio has declined since the end of the war in the United 
States and Canada, it has risen steadily in the United Kingdom. As 
reserve ratios in the three countries moved downward toward prewar- 
predepression levels, k changed in the postwar period inversely to c; 
ie., while lower than in the interwar period, it rose in the United 
States and Canada and declined in the United Kingdom. In most of the 
other countries reviewed, both c and r tended to move downward during 
postwar years, with a resulting upward tendency in k. 

For the purposes of this paper the average annual deviations are, 
however, of greater interest than the secular changes in k. During the 
postwar period, the average relative deviations in k were highest in Italy, 
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Japan, and New Zealand (6 per cent), and lowest in Brazil, Colombia, 
and Germany (1 per cent or less). In countries where legal reserve 
requirements were unchanged, or were seldom adjusted during the 
period, or did not exist, as in Canada, Ceylon, Italy, Japan, the Philip- 
pines, and the United Kingdom, the average percentage deviations in k 
provide an indicator of the extent to which changes in the preferences of 
the public in respect to currency, demand deposits, and time deposits, 
and of banks in respect to excess reserves, tended to influence the money 
supply. During the postwar years the percentage deviation was smaller 
in c than in r in all the countries except the United Kingdom.’ On the 
other hand, the average value of c was greater than that of r, except in 
the United Kingdom and in New Zealand. Therefore, in most of the 
countries reviewed a given percentage change in ¢ had a greater effect 
upon & than an equal percentage change in r, a conclusion also suggested 
by the fact that, with the notable exception of the United Kingdom, the 


average percentage deviation in k was always closer to that of c than to 
that of r. 


A numerical example may illustrate the monetary implications of 
apparently small variations in c and r. In the United States during 1947— 
1958, the average absolute deviations in c and r were about 0.01 each. 
These deviations produced an average deviation in k of 0.17, because c 
was about twice as large as r and in almost all years both ratios moved in 
the same direction so that their changes were not of an offsetting type. 
The average k was 3.31. Therefore, k varied roughly between 3.48 and 
3.14. This implies that, given outstanding central bank monetary 
liabilities of, say, $50 billion, the total of money might have varied 
between $174 billion and $157 billion, or by $17 billion, without any 
change in central bank monetary liabilities. With an average total for 
money of, say, $166 billion (50 X 3.31), the variation would have 
ranged from about +5 per cent to —5 per cent of the money supply.® 


The potential percentage change in the money supply as a result of 
variations in k will be equal to 


averages of ¢ and r. 


the 


derived from 


L (k  ADx) 


<«§. 
M 


aultiplier 


7 The U.K. experience in regard to the stability of r was unique. The same percentage 
deviation in r (5 per cent) in Brazil must be related to three changes in legal reserve 
requirements during the period observed. 

* Inasmuch as in the United States the decline in r, especially since 1952, was associated 
with reductions in legal reserve requirements, the fall in r and therefore the rise in k 
cannot, of course, be attributed entirely to the behavior variables, c and the excess bank 
reserve ratio. Also, it might be argued that the fairly consistent decline in c and r since the 
end of the war offers some basis for projecting further declines, and thus narrowing the 
margin of error in the prediction of changes in money. 
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where L denotes monetary liabilities of the central bank, k the average 
multiplier, AD; the absolute average deviation of k, and M money. 


Effects of Changes in Money Multiplier on Money 


The order of magnitude of variations in k indicated by Table 1 suggests 
that it would be instructive to attempt a separation of the observed 
changes in money into those attributable to changes in central bank 
monetary liabilities and those arising from changes in the money 
multiplier. 

For the present exposition, it is statistically convenient to define the 
money multiplier as being equal to the ratio of money (J) to central 
bank monetary liabilities to the private sector and banks (LZ). As proved 
in Appendix I, Section 1, this expression, M/Z, of the money multiplier 
is in fact, at any given point of time, the same as the more conventional 


expression, ® In Table 1 and in the charts, k is expressed 


e+r(l — ec)’ 
in terms of the ratio of total reserves to total deposits; at this point, 
and throughout the rest of this paper, it is calculated in terms of the 
ratio of total reserves to demand deposits.'° The total change in money 
may be separated into its two components: (1) the change arising from 
changes in central bank monetary liabilities (AM’,); and (2) the change 
arising from changes in the money multiplier (AM”,). That is, 


AM; = AM’, + AM". 


As shown in Appendix I, Section 2, these two components can be very 
closely approximated by the expressions 


AM’, => AL; Kee-1 and AM", = Li Akt. 


These are expressed in absolute values. It is, however, of greater practical 
interest to express AM’ and AM” as percentages of money in the previous 
period, in order to show the effect of changes in L and k on the percentage 
change in money. 

The percentages of the components for each year during the period 
1952-58 and the average percentages (ignoring signs) for the whole 
period are given in Table 2 for 11 countries. The average k-effect on the 


9 See Goode and Thorn, op. cit., p. 43. 

10 The multiplier in terms of the ratio of total reserves to total deposits can be proven 
to be equal to the ratio of money plus time deposits to central bank monetary liabilities, 
i.e. (M + T)/L, in the same manner. 

The two ratios could also be expressed in terms of marginal rather than average values. 
Throughout this paper, however, equality of average and marginal ratios is assumed. 
Empirical comparison of average and marginal ratios and the establishment of hypotheses 
regarding their relationship might warrant further refinement of the analysis. 
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ge TaBLE 2. PeRcENTAGE CHANGES IN Money ATTRIBUTABLE (1) TO CHANGES IN CENTRAL 
Bank Monetary LiaBILiTIEs AND (2) To CHANGES IN MonEy MULTIPLIER, 
SELECTED Countrigs, 1952-58! 





























































































































1952 1953 1954 1955 1956 1957 1958 Average? 
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Bret, / Mia wr wae “aks 18.4 169 26.5 26.9 22.2 
aM" ¢/ Me. ee nee tite 0.8 SG —27 6.5 3.4 
sts 3M t/Mt-1 eae ne ae 19.2 205 238 33.4 
ed Canada , ‘ 
* ‘AM’ :/ Mea 6.0 32 08 1.6 5.1 2.8 5.9 3.6 
: NM" / Mia 2.2 3.2 1.7 76 -09 24 2.8 3.0 
ley aM/Mtr 8.2 6.4 0.9 9.2 4.2 0.4 8.7 
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the AM's/Mi-a —3.2 -120 —7.7 17.0 6.3 1.6 5.3 7.6 
I aM":/ Mt —3.8 3.0 8.2 —2.8 19 -15 —80 4.2 
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“A AM/ Mes -7.0 9.0 0.5 14.2 8.2 01 2.7 
i Colombia 
ler OM't/Mt 18.8 16.9 16.5 7.4 85 17.8 20.1 15.1 
nal AM":/Mi-n 4.6 —4.4 4.9 1.3 7.9 3 - 4.2 
aMy/Mir 23.4 125 21.4 8.7 164 21.0 16.8 
sed ' 
Egypt 
AM /Mea —0.3 —3.8 —5.7 —2.1 10.5 2.6 —-6.1 4.4 
nt, AM":/Mt-1 —5.4 5.0 2.6 12-34 112 -04 4.2 
the aMi/Mia -5.7 12 -31 -09 71 «138 © 6.5 
1ey Germany, Federal Republic of 
AM) Mia cor 83 12.9 12.1 10.8 15.7 11.7 11.9 
om AM" */Mi-1 ee 0.2 —0.5 —1.0 —2.0 —6.6 2.8 2.2 
age AM/Mir pare 85 12.4 11.1 8.8 9.1 14.5 
Italy 
AM’/Mi-r 13.3 7.2 8.7 9.3 8.6 8.3 17.5 10.4 
AM" :/Mi-r 4.3 7.8 0.1 1.7 0.9 -1.2 —10.2 é 
ery OMt/Mi-n 17.6 15.0 8.8 11.0 9.5 7.1 7.3 
Japan 
AM't/Mi-i ete aes ee 9.0 —4.3 11.2 5.1 7.4 
AM"*/Mii Pee peer Bavee 6.8 4.8 —2.3 2.1 4.0 
, AMi/Mi-1 Prt exer Be 15.8 0.5 8.9 7.2 
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New Zealand 
ous AM':/Mi-r —16.0 40.8 —5.2 —14.6 4.3 3.6 —2.7 12.5 
age AM":/Mi-1 12.7 —29.9 16.2 15.9 —4.0 _ 1.6 11.5 
4M e/Mt-1 —3.3 10.9 11.0 1.3 0.3 3.6 -1.1 
* Philippines 
iod AM / Me ~8.6 4.1 59 -05 102 7.9 10.2 6.8 
ole AM"*/Mta 3.6 -12 -29 2.0 4.2 2.3 —5.4 3.1 
the AMt/Mi-1 —5.0 2.9 3.0 15 «144 «10.2 4.8 
United States 
‘t/Mtr 5.4 1.6 —1.0 —0.8 1.2 0.8 —0.1 1.6 
ven AM" :/Mi-r —0.2 0.8 2.3 4.2 0.2 —0.2 1.0 1.3 
ies, —= ao eer Me 
- 4Mt/Mir 5.2 2.4 1.3 3.4 1.4 0.6 0.9 
jues. 1 For sources and explanatory notes, see Appendix II. 
ned. _ 4M'+/Mt-1 represents the pe change in money that is due to the change in central bank monetary 
“a liabilities, and AM”;/Mz_1 the percentage change in money due to the change in the money multiplier. 


t/M;_1 represents the total percentage change in money. 
? Average ignoring plus and minus signs. 
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money supply ranged from 11.5 per cent in New Zealand to 1.3 per cent 
in the United States, while the average L-effect ranged from 22.2 per 
cent in Brazil to 1.6 per cent in the United States. In all countries, the 
average percentage change in money due to the change in k (AM",/M,.1) 
was smaller than the variation associated with the change in central bank 
monetary liabilities (AM’,/M,-1), although in most countries (the only 
exceptions being Brazil, Colombia, and Germany) this relation did not 
hold in every individual year. As might be expected, the excess of the 
average L-effect over the average k-effect was smallest in countries with 
relatively low rates of monetary expansion, such as Egypt, the United 
States, Canada, Ceylon, and the Philippines, and largest in countries 
with high rates of expansion, such as Brazil, Colombia, Germany, and 
Italy. This observation confirms the a priori expectation that the 
monetary effects of changes in the multiplier will be less significant when 
changes in central bank monetary liabilities are relatively large and will 
be more important when such changes are comparatively small. In other 
words, it would be most unusual for inflationary movements to be 
attributed to, although they could well be aggravated by, the k-effect. 

The inverse relationship between the changes in M’ and M” which can 
frequently be observed appears to indicate that the k-effect often tends 
to compensate changes arising from the L-effect. This inverse relationship 
occurred most frequently in New Zealand, the United States, the 
Philippines, and Ceylon. However, inasmuch as the k-effect also reflects 
changes in the required reserve ratio, interpretation of the inverse 
relationships requires that the effects of changes in the currency/money 
and excess reserve ratios be isolated. 


Effects of Changes in Currency and 
Reserve Ratios on Money 


After the percentage change in money attributable to changes in the 
money multiplier is established, an attempt may be made to quantify 
the effects of changes in the currency/money ratio and in the ratios of 
required and of excess reserves to demand deposits on the multiplier, 
and ultimately on money. This is done in Table 3, which shows the 
percentage changes in money attributable to changes in the ratio of 
currency to money (AMc/M,_1), of required reserves to demand deposits 
(AMr'/M,_1), and of excess reserves to demand deposits (AMr"/M;,-1), 
the sum of which equals the percentage change in money attributed to 
the change in k (AM”,/M:-, in Table 2). The separation of changes in 
money into these three component parts is based on the formulation 
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TaBLE 3. PERCENTAGE CHANGES IN Money ATTRIBUTABLE TO CHANGES IN Ratios OF 
(1) Currency To Money, (2) Requirep RESERVES TO DEMAND Deposits, AND 
(3) Excess Reserves To Demanp Deposits, SELECTED CountriEs, 1952-58! 


































































































1952 1953 1954 1955 1956 1957 1958 Average? 

Brazil 
"Me/My-1 ots 3.1 7.1 7.7 6.0 
AMr’/Mt-1 inns 0.4 3.2 0.6 1.4 
AMr’/Mi-1 eer are 0.1 —13.0 —-1.8 5.0 
AM":/Mt-1 3.6 —2.7 6.5 

Canada 
os 1.6 2.2 5.4 —0.4 —0.3 1.0 1.8 
AMr'/Mt-1 = Ss 
AMr"/Mt-1 0.6 1.0 2.2 0.5 2.1 1.8 1.4 
AM":)/Mei 2.2 3.2 1.7 7.6 —0.9 —2.4 2.8 

Ceylon 
AMc/Mi-i —7.2 —4.9 2.5 1.9 —0.3 —3.0 —8.4 4.0 
AMr'/Me-1 — 1.7 4.1 -1.1 —0.1 —0.2 —_— 1.0 
AMr"/Mi-1 3.4 6.2 1.6 —3.6 2.2 1.7 0.4 2.7 
AM" :>/ Min —3.8 3.0 8.2 —2.8 1.9 —1.5 —8.0 

Egypt 
A Me/ Mis —2.6 4.3 1.3 1.5 eee 7.3 ee 3.4 
OMe’ /Mei 0.2 —0.4 0.9 1.0 pee 2.3 ay 1.0 
AMr”/Mi-1 —3.0 1.1 0.4 —1.3 wane 1.6 eee 1.5 
AM"t/Mi-1 —5.4 5.0 2.6 1.2 —3.4 11.2 —0.4 

Germany, Federal Republic of 
AMc/Mer Sanaa 0.1 —0.1 1.2 0.5 —0.2 2.9 0.8 
AMr'/Me-i re 0.2 -0.3 —2.3 —2.5 —6.4 —0.3 2.0 
OMr"/Mi-r eae —0.1 —0.1 0.1 _- - 0.2 0.1 
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AM":/Mi-r 4.3 7.8 0.1 1.7 0.9 —1.2 —10.2 

Japan 
AMec/Mi-1 9.0 6.0 0.9 3.8 4.9 
rh a —s - eB 2.1 
AM" t/Mi-n 6.8 4.8 —2.3 2.1 

New Zealand 
4Mec/Mi-1 —2.1 1.7 0.4 —0.9 —0.7 0.1 1.0 
AMr’/Mir —3.3 —20.3 —6.6 2.7 —1.4 0.1 5.7 
AMr"/Me-1 18.1 —11.3 22.4 14.1 -1.9 —0.2 11.3 
4M" :/Mi-1 12.7 —29.9 16.2 15.9 —4.0 — 1.6 

Philippines 
AMc/Mit-1 1.4 —0.4 1.9 0.7 3.9 1.4 0.1 1.4 
AMr’/Mt-1 0.6 —1.4 —2.2 —0.2 0.6 0.6 0.8 0.9 
AMr”/Mi-1 1.6 0.6 —2.6 1.5 —0.3 0.3 —6.3 1.9 
4M":/Mit-1 3.6 —1.2 —2.9 2.0 4.2 2.3 5.4 

United States 
AMc/Mi-1 —0.2 —0.6 0.6 1.4 —0.1 0.2 0.5 
AMP’ /Mi-1 — 1.2 1.6 1.9 — 1.0 1.0 
AMr”/Mi-1 — 0.2 0.1 0.9 -0.1 —0.2 0.3 
4M" :/Mi1 —0.2 0.8 2.3 4.2 0.2 —0.2 1.0 





1 For sources and explanatory notes, see Appendix II. 
AMec/Mi-1 Pp ts th t ¢3 


AMr'/Mi_i, the 





tage change in money that is due to the change in the currency /money ratio; 


ep 
change due to the change in the ratio of total required reserves to demand deposits; and 


AMr”/My_1, the ——- due to the change in the ratio of excess reserves to demand deposits. The sum of the 


three percentages, A 
? Average ignoring plus and minus signs. 


t/Mt_1, equals the corresponding item in Table 2. 
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outlined in Appendix I, Section 3. In computing the effects of changes in 
c, r’, and r” on money, a statistical discrepancy must be recognized. It 
was shown that, at a given point of time, the multiplier expressed in 
terms of M/L is equal to the one expressed in terms of c and r. Statisti- 
cally, however, they are not exactly equal. (Table 5 in Appendix II 
shows both ratios as statistically observed.) The discrepancy is due in 
part to the use of time series derived from different sources. The series 
for M, L, and c were obtained mainly from International Financial 
Statistics (published by the International Monetary Fund), and the data 
on required and excess reserves from national sources.!! Whereas the 
statistical discrepancy is quite small in percentage terms for most years, 
the observed changes in k measured in terms of M/L or ec and 
r, respectively, were in opposite directions in a few years. In such cases 
it is not possible to estimate the effect of changes in ¢, 7’, and r” on the 
observed money supply.” 

For the periods observed, the average effect of changes in Mc (dis- 
regarding sign) ranged from 6 per cent in Brazil and 5 per cent in Japan 
(the only countries where c always declined) to less than 1 per cent in 
the United States and Germany. The effect of changes in excess reserves 
(Mr”) ranged from 11 per cent in New Zealand and 5 per cent in Brazil 
and Italy to less than 1 per cent in the United States and Germany." 
Ceylon is the only country where the excess reserve ratio declined in 
almost all years observed; in most years this trend counteracted the 
contractive effects of changes in ¢ and 7’, and in 1952-54, of changes in 
monetary liabilities. 

In interpreting the effect of changes in the ratio of required reserves 
to demand deposits (Mr’), it should be noted that for countries which did 
not change legal reserve requirements, or which changed them only 
slightly during the years observed (e.g., Italy, the Philippines, and 
Ceylon), the Mr’ effect might be expected to be zero. However, inasmuch 
as 7’ refers to the ratio of total required reserves to demand deposits, it 
may change without changes in the legal ratio, when the proportion 


11 International Financial Statistics currently records as “Cash” the monetary liabilities 
of the monetary authorities to the deposit-money banks. In some cases, assets other than 
monetary deposits with the central bank are included in reserves (e. g., government securi- 
ties). It has not been possible, as yet, to include in International Fi ial Statistics the 
significant reserves data for all countries; hence, in several cases, as indicated in Appen- 
dix II, country sources have been used for data on required reserves, or required reserve 
ratios. To some extent, the discrepancies in the data are also accounted for by the fact 
that the annual averages of M, L, c, and r often could not be obtained from fully consistent 
separate sources. 

12 See Appendix I, Section 3. 

13 Inasmuch as Japan did not impose legal reserve requirements prior to 1959 and in 
Canada reserves in excess of the customary ratio were always negligible, Table 3 shows for 
those two countries only the effect of changes in the ratio of total reserves to demand 
deposits. 
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between demand and time deposits changes. Similarly, if reserve require- 
ments are related to the capital of banks, as in Italy, or to the location of 
banks, as in the United States and Germany, the effective required 
reserve ratio may change without any formal change in the nominal 
ratio. 

The average effect of changes in the required reserve ratio ranged 
from 6 per cent in New Zealand (mainly because of frequent changes in 
reserve requirements) and 4 per cent in Italy (mostly contractive and 
due, probably, to the significant rise in bank capital accounts) to about 1 
per cent in Brazil, Ceylon, Egypt, and the Philippines. In Germany and 
the United States, where reserve requirements were frequently changed, 
the Mr’ effect exceeded that of the other two variables and was the 
opposite of the L effect, in almost all years observed. In some cases, at 
least, these disparate movements reflect conscious decisions by the 
monetary authorities to bring about an immediate short-term change in 
their liabilities, contrary in effect to the longer-term decisions regarding 
changes in reserve requirements. 


Effects of Changes in Policy and 
in Behavior Variables 


On the basis of the preceding discussion, it is possible to distinguish 
between changes in money that are attributable to the policy decisions of 
the monetary authorities and those attributable to the behavior of the 
private sector, i.e., of banks and the nonbank public. Changes in central 
bank monetary liabilities and in the ratio of required reserves to demand 
deposits will be considered as policy variables. Changes in the ratios of 
currency to money and of excess reserves to demand deposits will be 
referred to as behavior variables. A separation along these lines is given 
in Table 4, where AM>p represents the change in money arising from 
central bank action, expressed as a percentage of money in the preceding 
year, and AMa represents the change arising from behavior variables, 
expressed in the same terms. The calculation of AMp and AMa is shown 
in Appendix I, Section 4. In part, at least, this separation must be 
arbitrary. If the monetary authorities have adequate knowledge, they 
will take account of the effects of the behavior of the private sector. 
A completely satisfactory monetary policy must be, in large part, a 
stimulation or counteraction of private behavior, designed to bring 
about monetary changes that are considered to be in the national 
interest. In addition, this distinction cannot be entirely unambiguous. 
As was noted earlier, central bank control of the movements of its 
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monetary liabilities may be subject to limitations, especially in less 
developed economies in the short run; also, changes in the ratio of 


TasLe 4. PrerRcENTAGE CHANGES IN Money ATTRIBUTABLE TO PoLicy AND TO BEHAVIOR 
VARIABLES, SELECTED CouNTRIES, 1952-58! 





1952 1953 1954 1955 1956 1957 1958 Average? 













































































Brazil 
AMp/Me-r Seren Brees eae ere 17.3 29.7 27.5 24.8 
4Ma/Mii home re ere re 3.2 —5.9 5.9 5.0 
AMi/Mer eevee ene ee Shisees 20.5 23.8 33.4 
Canada 
AMp/Me-1 6.0 3.2 —0.8 1.6 5.1 2.8 5.9 3.6 
AMa/Mi1 2.2 3.2 ef 7.6 —0.9 —2.4 2.8 3.0 
AM i/Mi-r 8.2 6.4 0.9 9.2 4.2 0.4 8.7 
Ceylon 
AMp/Mi-r —3.2 —10.3 —3.6 15.9 6.2 1.4 5.3 6.6 
AMa/Mi- —3.8 1.3 4.1 —-1.7 2.0 —1.3 —8.0 3.2 
AM: /Min -7.0 —9.0 0.5 14.2 8.2 0.1 —2.7 
Egypt 
OM p/Mi —0.1 —4.2 —4.8 -1.1 ree 4.9 3.0 
AMa/Mi-i —5.6 5.4 1.7 0.2 ema 8.9 43 
AM:/Mi-n —5.7 1.2 -3.1 -0.9 7.1 13.8 —6.5 
Germany, Federal Republic of 
AMp/Mi-1 mane 8.5 12.6 9.8 8.3 9.3 11.4 10.0 
AMa/Mi-i soos — —0.2 1.3 0.5 —0.2 3.1 0.9 
AM/Mi-r 8.5 12.4 11.1 8.8 9.1 14.5 
Italy 
AOMp/Mi-1 2.5 7.4 er 0.6 8.1 6.7 15.6 6.8 
AMa/Mi-1 15.1 7.6 pilin 10.4 1.4 0.4 —8.3 7.2 
AM?/Mi-r 17.6 15.0 8.8 11.0 9.5 7.1 7.3 
Japan 
AMp/Mt-1 9.0 —4.3 11.2 5.1 7A 
AMa/Mi-1 ne 6.8 4.8 —2.3 2.1 4.0 
AM: /Mi-n re ete ane 15.8 0.5 8.9 7.2 
New Zealand 
AMp/Mi-r —19.3 20.5 —-11.8 —-11.9 2.9 3.7 —2.7 10.4 
AMa/Mi-1 16.0 —9.6 22.8 13.2 —2.6 —0.1 1.6 9.4 
AMt/Mi-r —3.3 10.9 11.0 1.3 0.3 3.6 —-1.1 
Philippines 
Mp/Mi-r —8.0 2.7 3.7 —0.7 10.8 8.5 11.0 6.5 
Ma/Mi1 3.0 0.2 —0.7 2.2 3.6 1.7 —6.2 2.5 
AMe/Mtr —5.0 2.9 3.0 1.5 14.4 10.2 4.8 
United States 
Mp/Mi-r 5.4 2.8 0.6 1.1 shave 0.8 0.9 1.9 
AMa/Mit-1 —0.2 —0.4 0.7 2.3 ay —0.2 = 0.5 
AMt/Mi-r 5.2 2.4 1.3 3.4 1.4 0.6 0.9 





_1AMp/Mz1 represents the percentage change in money that is due to changes in central bank monetary 
liabilities (AM’ ¢/M¢_1 in Table 2) and changes in the required reserve ratio (AMr’/M_1 in Table 3); AMa/Mt-1 
refers to the B ene change in money due to changes in the currency/money and excess reserve 
ratios (AMc/Mt_1 and AMr”/M;_1 in Table 3). The total percentage change in money, AM;/M;-1, equals the 


corresponding item in Table 2. 
2 Average ignoring plus and minus signs. 
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required reserves to demand deposits may occur without formal 
variations in legal reserve ratios, e.g., on account of shifts from demand 
to time deposits, or vice versa. At times, such shifts may be associated 
with the interest policy of the authorities. Changes in the excess reserve 
ratio of banks, on the other hand, may be related to “‘moral suasion” or 
“ear-stroking’’™ on the part of the authorities. 

Table 4 indicates that, on the average, changes in money arising from 
direct central bank action exceeded those arising from behavior variables 
in all countries except Egypt and Italy. In certain years, however, the 
Jatter exceeded the former in all countries except Brazil and Germany. 
In addition to Egypt and Italy, changes in behavior variables were 
relatively most significant in New Zealand, Canada, and Japan, and 
least significant in Germany, Brazil, and the United States. Even in 
Germany, however (ignoring signs), they amounted on the average to 
about 10 per cent of the average rate of change in money, in Brazil to 
about 20 per cent, and in the United States to about 30 per cent. 

The monetary effects of policy and behavior variables were of an 
offsetting type in all years in New Zealand and in most years in Ceylon 
and Egypt. In most of the other countries, an opposite movement can be 
observed in certain years. In Germany and Italy, where policy variables 
had an expansion effect in all years, the behavior variables contributed 
to the monetary expansion in most years. 


Implications for Monetary Analysis 


The year-to-year variations in the proportionate effects of direct 
central bank action indicated in the sample of countries examined here 
suggest that the management of the quantity of money is not quite as 
mechanistic an affair as is frequently supposed. For instance, roughly 
equal percentage changes in money supply due to policy variables, in 
1954 and 1955 in New Zealand, in 1957 and 1958 in Brazil, in 1953 and 
1954 in Egypt, and in 1955 and 1957 in Germany, were associated with 
appreciably different rates of monetary expansion, i.e., 11 and 1 per 
cent in New Zealand, 24 and 33 per cent in Brazil, 1 and —3 per cent in 
Egypt, and 11 and 9 per cent in Germany. 

The quantitative implications of this survey and the methodology 
developed in it may indicate two avenues toward further refinement in 


4 That is, the establishment of an informal code “by means of which the animal becomes 
aware of what is expected from it and behaves accordingly.”’ See Sir Dennis H. Robertson, 
«a Role of Persuasion in Economic Affairs,” Economic Commentaries (London, 1956), 
D. 5 
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monetary analysis. First, the analysis and presentation of sources of 
changes in money in terms of consolidated balance sheets of the monetary 
system, i.e., summations of central bank and commercial banks’ balance 
sheets, preclude an identification of monetary changes that are due to 
direct central bank action and those due to behavior variables (and 
possibly indirect central bank action). An analysis in terms of separate 
sets of balance sheets for the central bank and the banking system, which 
shows variations in absolute terms, overcomes this limitation only in 
part. On the other hand, an explicit allocation of monetary changes to 
policy and to behavior factors, based on the calculation of the respective 
ratios, does provide useful information which is not explicitly shown in 
the conventional forms of presentation mentioned above. Monetary 
analyses in such terms, which are of course susceptible to considerable 
further refinement, would, for instance, facilitate the assessment of the 
effects of changes in legal reserve requirements—an instrument of 
monetary control especially important and increasingly used in the less 
developed economies. The same may hold in respect to the evaluation of 
the effects of quantitative over-all credit ceilings for commercial banks. 


Further refinement and adaptation of available data could proceed in 
several directions. For instance, in individual country surveys it might 
be useful to estimate the effects of changes in the behavior variables and 
also in the required reserve ratio (inasmuch as it is related to the 
demand/time deposit ratio) on the basis of end-of-quarter or even 
end-of-month data. Since such information tends to be available without 
a significant time lag, its use would permit an early assessment of the 
banks’ and the public’s reaction to other monetary and general economic 
developments. This would place the authorities in a position where they 


could more reliably estimate the probable reactions to contemplated 
measures of monetary policy. 


After relaxing the earlier assumption of absolute central bank control 
of its monetary liabilities, the relationship between changes in specific 
central bank asset items and central bank monetary liabilities, which also 
may reflect behavior factors, could also be assessed. For instance, it 
might be possible to show how far and how rapidly banks adjust their 
net borrowing from the central bank to changes in their reserves that are 
due to, say, an external surplus, and thus influence the changes in central 
bank monetary liabilities. A survey of the relationship between average 
and marginal currency and reserve ratios eventually might provide a 


basis for relaxing the assumption of equality between the two ratios and 
consequently permit a further improvement of the analysis. 


The second implication of this survey is, of course, that it focuses 
attention on the necessity of explaining variations in the currency/money 
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ratio, !® the excess reserve ratio, and the ratio of demand to time deposits. 
The explicit incorporation of these ratios in a framework of monetary 
analysis and their continued observation would, apart from the implica- 
tions indicated in the previous paragraph, facilitate the explanation of 
changes. Inasmuch as these ratios reflect behavior patterns (notwith- 
standing the likelihood that they may well be functionally related to 
certain central bank actions), their movements may be related to 


influences affecting still more important behavior coefficients, e.g., the 
income velocity of money.'® 


APPENDICES 


I. Methodological Notes 


1. THE MONEY MULTIPLIER IN TERMS OF M/L 


The money multiplier is usually expressed in terms of the ratios of currency to money 
and of reserves to deposits, on the assumption that average and marginal ratios are equal. 
This assumption has been retained in this paper. Therefore 





“7786 zy (1.1) 


where C represents currency in circulation outside banks, M money, R bank reserves, and 
D demand deposits. 


If both numerator and denominator are multiplied by M, we obtain 


Pe 
C+ 4 (M — C) (1.2) 
which equals 
: <3 t sai (1.3) 
C+ D D ' ‘ 





4 For an attempt to explain long-run changes in this ratio for the United States, see 
Phillip Cagan, “The Demand for Currency Relative to the Total Money Supply,” The 
Journal of Political Economy, Vol. LXVI, No. 4 (Chicago, August 1958), pp. 303-28. 

16 Frank Brechling, op. cit., has found some evidence that there is a positive correlation 
between the currency/money ratio and income velocity. This suggestion also appears 
compatible with the hypothesis of Leif Johansen, op. cit. In countries where such a cor- 
relation can be found and can be shown to be fairly reliable, it would provide a highly 
convenient indicator of income-velocity changes in the very short run. 
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2. THE ATTRIBUTION OF CHANGES IN MONEY TO CHANGES IN CENTRAL BANK MONETARY 
LIABILITIES AND CHANGES IN THE MONEY MULTIPLIER (TABLE 2) 


The changes in money (M) attributable to changes in central bank monetary liabilities 
(L) and to changes in the money multiplier () may be allocated as follows: 





AM, = M: — Min; (2.1) 

as 
M:- 

“= a 

Mia = kya po. (2.2) 
Therefore, 

AM, = M; — khalyo. (2.3) 
As Mz = (hea + Ak, (Li-r + AL») , 
or My = keyaDi + ARAL, + badly + Lradki, (2.4) 
equation (2.3) is reduced to 

AM, = Ak AL, + hk AL, + Lpadk, (2.5) 
or 

AM, = (Lin + ALy) Ake + ALda = LrAky + AL ki. (2.6) 


Equation (2.6) shows that the change in money in period ¢ is equal to total central bank 
monetary liabilities multiplied by the change in k plus the change in central bank monetary 
liabilities multiplied by the & of the previous period. 

— change in money that is due to the change in central bank monetary liabilities is 
equal to 


AM’, = ALde, (2.7) 
while the change in money due to the change in & is equal to 

AM”, = L,Ak:. (2.8) 
The total change in money is 

AM; = AM’, + AM”,. (2.9) 


It follows that the ratios of AM’/AM and AM”/AM show the relative effects of changes 
in L and k, respectively, on the absolute change in money. In textbook presentations 
of the process of secondary credit creation, k is usually assumed to be constant, so that 
AM” = Oand AM’/AM = 1. 

From equation (2.8) it follows that AM”, = (Zy-:Ak,) + (AL,Ak;), where AL,Ak; is 
likely to be much smaller than L;—:Ak;. The cross product AL,Ak; was therefore allocated 
entirely to AM”. In order to allocate this cross product in a perhaps more neutral fashion, 
equations (2.7) and (2.8) could be modified to 


AM’, = Ald + (2.7.1) 


and 


AM", = Li-sAky + Abate (2.8.1) 





l) 


') 
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3. THE ATTRIBUTION OF CHANGES IN MONEY TO CHANGES IN THE RATIOS OF CURRENCY 
TO MONEY, OF REQUIRED RESERVES TO DEMAND DEPOSITS, AND OF EXCESS RESERVES TO 
DEMAND DEPOSITs (TABLE 3) 


The changes in money attributable to changes in the currency and reserve ratios respec- 
tively may be allocated as shown below (k representing the money multiplier, c the ratio 
of currency to money, and r the ratio of reserves to demand deposits). 


The change in & arising from changes in ¢ or r is given by the derivative, 


ak ak ak 
bk = 5 Ae + = Ar + 5 Ae: Ar- (3.1) 


This expression permits an allocation of the change in & to changes in c and r, respec- 
tively. The allocation for finite changes in ¢ and r can, however, be only approximate. 
The margin of error will be a direct function of the magnitude of changes in the two ratios. 


, ke , . ? 
Moreover, any allocation of the cross product dear Ac - Ar is necessarily arbitrary. 
Inasmuch as this value is likely to be very small, it may be ignored.!7 Equation (3.1) may 
then be written as 


< (1 — r) Ac . (1 — cc) Ar 
le+r(l—c)P [e+r(l —e)P 


The approximation can, however, be improved somewhat by expressing the remaining 
values of equation (3.1) in terms of the average c and r in two periods. Therefore 


ok ak 
alert L(x) Te-15 Ct-1 + (#) - * 
(5) i 
+4[(5 acting Or | ct, Tt or 


The two values on the right side of equation (3.3) represent the approximate extent to 
which the change in & is attributable to changes in c and in r. Inasmuch as r is defined as 
the ratio of total reserves to demand deposits, it is equal to the sum of the ratios of required 
reserves (r’) and of excess reserves (r”) to demand deposits. In order to identify the effect 
of changes in excess reserves on k, equation (3.3) may be written as follows: 


ok ok 
oie (52) Te-1, Ct-1 + (=) Tt, a * 
ok ok 7 
bd ; [(5) Ct-1, Tt-1 + (#) Cts “l ar (3.4) 
ok ak “s 
7 ; [( =) Ti-1, Ct-1 +( =) Tt e al 


Since the ratio M/L appears to be a statistically more manageable and convenient 
concept than the multiplier expressed in terms of c and r, the three products on the right 
side of equation (3.4) are expressed as percentages of the left side. These percentages are 
then applied to the observed change in M/L in order to obtain an estimate of the effects of 
changes in c, r’, and r” on M/L. The three products are then multiplied by the amount of 
central bank monetary liabilities during the current period (Z,). The products obtained 
are expressed as percentages of the observed money supply in the previous period (Table 3). 





Ak = (3.2) 


(3.3) 





17 See Section 2. 
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4. THE ATTRIBUTION OF CHANGES IN MONEY TO CHANGES IN POLICY AND IN BEHAVIOR 
VARIABLES (TABLE 4) 


The monetary effect of direct central bank action is shown by the equation, 
AMp = AL get-1 + Akr' Li; (4.1) 


that is, it is equal to the sum of the product of the change in central bank monetary 
liabilities and the multiplier of the previous period plus the product of the change in the 
multiplier due to the change in the required reserve ratio and total central bank monetary 


liabilities during the current period. The change in money due to changes in behavior 
variables will be 


AMa = L;(Ake + Akr”), (4.2) 


that is, the sum of the changes in the multiplier due to changes in the currency/money 
and excess reserve ratios multiplied by total monetary liabilities. (The values for Akr’, 
Akr”, and Akc are obtained from the right side of equation 3.4.) The sum of the two per- 
centages equals the observed percentage change in the money supply, i.e., 


AM,./Mi-1 = AMp/Mi-1 + AMa/M,-1. : (4.3) 


Table 4 shows AMp and AMa as percentages of the observed money supply of the previous 
_ period, and the sum of these percentages, i.e., the observed percentage change in money 
in the current period. 


II. Sources and Explanatory Notes 
SouRCES 


Data on money, currency, and demand deposits were obtained from International 
Monetary Fund, International Financial Statistics, except those for Canada, which are 
from Bank of Canada, Statistical Summary; for the United Kingdom, from F. W. Paish, 
““Gilt-Edged and the Money Supply,” The Banker (London), January 1959; and for the 
United States, from Board of Governors of the Federal Reserve System, Banking and 
Monetary Statistics and Federal Reserve Bulletin. 

Data on total deposits and reserves were obtained from the following sources: for 
Brazil, from Superintendéncia da Moeda e do Crédito, Boletim; for Canada, from Bank of 
Canada, Statistical Summary; for Ceylon, from Central Bank of Ceylon, Annual Report; 
for Colombia, from Banco de la Republica, Revista; for Germany, from Deutsche Bundes- 
bank, Monthly Report; for Italy, from Banca d'Italia, Assemblea Generale Ordinaria dei 
Partecipanti; for New Zealand, from Reserve Bank of New Zealand, Bulletin; for the 
Philippines, from Central Bank of the Philippines, Statistical Bulletin; for the United 
Kingdom, from The Banker; for the United States, from Board of Governors of the Federal 
Reserve System, Banking and Monetary Statistics and Federal Reserve Bulletin; and for 
Egypt and Japan, from International Financial Statistics. 

Data on central bank monetary liabilities were obtained from International Financial 
Statistics; and data on supplementary reserves for Italy, New Zealand, and the Philippines 
were obtained from the respective country sources noted above. 


EXPLANATORY NOTES 


Table 1. Money and currency data are averages of end-of-month figures, except those 
for Japan and Italy, which are averages of end-of-quarter figures, and for Canada, whose 
currency data are monthly averages of notes held outside banks. For Brazil and Egypt, 
private monetary deposits with the central bank are included in currency because changes 
in such deposits have the same effect on commercial bank reserves and the money multiplier 
as changes in currency. 











—————— 
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The deposit and reserve data are averages of end-of-month figures, with the following 
exceptions: For Canada, the deposit data are averages of daily figures and the reserve 
data are averages of end-of-month figures prior to 1954; from then on, they refer to monthly 
averages of Wednesday data. For Egypt, the reserve data are averages of end-of-year 
figures. For Italy and Japan, reserve and deposit data are averages of end-of-quarter 
figures. For the United States, the data are end-of-June figures prior to 1923, and averages 
of December-June-December figures thereafter. Reserve data include till cash and balances 
with the central bank; for Colombia, Italy, and the Philippines, in addition, reserves in the 
form of government securities are included; for the United Kingdom, reserves include till 
cash, call loans, and treasury bills of the clearing banks; for Japan, reserves refer to the 
Bank of Japan monetary liabilities to banks and other financial institutions as shown in 
International Financial Statistics. 

Table 2. Central bank monetary liabilities exclude monetary liabilities to governments 
and, in the United States, to foreigners. For Brazil, Ceylon, Germany, Japan, and the 
Philippines, the data are averages of end-of-quarter figures; for Canada, Egypt, and the 
United States, averages of end-of-year figures; for New Zealand, averages of end-of-month 
figures. For Italy, the figures combine end-of-year averages of central bank monetary 
liabilities and end-of-quarter averages of the noncash reserves referred to in the note to 
Table 1; for the Philippines, monetary liabilities include an estimated quarterly average of 
government security holdings included in reserve data. 

Tables 3 and 4. The figures are based on the data used for Tables 1 and 2, respectively. 


Table § shows the money multiplier calculated in terms of the ratio of money to central 
bank monetary liabilities and in terms of the ratios of currency to money and of total 
reserves to demand deposits, as well as the first multiplier calculated as a percentage of 
the second. 
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TasBLe 5. Money Muttipuier in Terms or (1) tHE Ratio or Money To Monetary 
LIABILITIES AND (2) THE CURRENCY AND REsERVE Ratios, 
SELECTED Countrigs, 1952-58 








1952 1953 1954 1955 1956 1957 1958 Average 
Brazil 
1. M/L 1.741 1.753 1.807 1.768 1.858 1.785 
2. 1/[e+r(1—c)] 1.783 1.772 1.838 1.832 1.874 1.820 
3. las % of 2 97.6 98.9 98.3 96.5 99.1 98.1 
Canada 
1. M/L 1.982 2.043 2.078 2.235 2.217 2.165 2.223 2.135 
2. 1/[e+r(1—c)] 2.053 2.083 2.083 2.247 2.222 2.169 2.212 2.153 
3. las % of 2 96.5 98.1 99.7 99.5 99.8 99.8 100.5 99,2 
Ceylon 
1. M/L 1.711 1.769 1.926 1.881 1.915 1.887 1.744 1.833 
2. 1/[e+r(1—c)] 1.743 1.778 1.935 1.878 1.919 1.897 1.756 1.844 
3. las % of 2 98.2 99.5 99.5 100.2 99.8 99.5 99.3 99.4 
‘ ery L 1.129 1.188 1.221 1.236 1.197 1.327 1.321 1.231 
4 he —c)] 1.168 1.183 1.228 1.249 1.255 1.314 1.327 1.246 
3. las % of 2 96.7 100.4 99.4 99.0 95.4 101.0 99.5 98.8 
Germany, Federal —_ a 
1. M/L 1.6 1.651 1.644 1.629 1.600 1.509 1.548 1.604 
2. 1/(e+r(1—c)] 1. S86 1.597 1.576 1.567 1.547 1.466 1.495 1.548 
3. las % of 2 103.8 103.4 104.3 104.0 103.4 102.9 103.5 103.6 
Italy 
1. M/L 1.351 1.449 1.451 1.474 1.487 1.471 1.343 1.432 
2. 1/[e+r(1—c)] 1.388 1.497 1.475 1.478 1.499 1.489 1.343 1.453 
3. las % of 2 97.3 96.8 98.4 99.7 99.2 98.8 00.0 98.6 
Japan 
1. M/ 3.136 3.330 3.497 3.424 3.494 3.376 
= vee. —c)] 3.151 3.240 3.494 3.437 3.499 3.364 
3. Las % of 99.5 102.8 100.1 99.6 99.8 100.4 
New Zealand 
1. M/L 2.138 1.684 1.974 2.343 2.254 2.252 2.292 2.134 
2. 1/[e+r(1—c)] 2.047 1.656 1.930 2.268 2.188 2.163 2.164 2.059 
3. las % of 2 104.4 101.7 102.3 103.3 103.0 104.1 105.9 103.6 
~~ ines 
L 1.502 1.485 1.445 1.475 1.531 1.564 1.487 1.498 
2 1/(e+r(1 a 1.492 1.484 1.439 1.476 1.545 1.573 1.499 1.501 
- las Rol 100.6 100.0 100.4 100.0 99.3 99.4 99.1 99.8 
a7 States 
. M/L 2.464 2.484 2.543 2.651 2.655 2.650 2.676 2.589 
2 Wie+r(1 m_ 2.508 2.528 2.622 2.723 2.712 2.694 2.729 2.645 
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Other Publications 


Balance of Payments Yearbooks 


The Balance of Payments Yearbook, Volume 12, is being published as a series of ~ 
loose-leaf sections; the first sections were issued in June 1960, and the last will be 
issued in May 1961. The-volume will contain basic statistics, with explanatory notes, 
for the years 1955-59. These data will bring to date the basic statements given 
Volumes 5 and 8 (the two base volumes previously issued in the Yearbook series), ang” 
the three volumes, when used together, will provide a comprehensive record of the inter. 
national transactions of some 75 countries covering the period 1947-59. 

For the majority of countries, regional details of the basic data for 1959 wil 
shown in Volume 12, and figures for the first halves of 1959 and 1960 will be given for 
the countries that report such data. In addition, summary statements expressed in US, 
dollars and covering several years will be given for all the countries. The analytic ~ 
material presented in earlier volumes will be brought to date, and similar dats for _ 
other countries will be added. 

Volume 5 is out of print. Volume 8 may be purchased for US$5.00 or the approx. 
imate equivalent in the currencies of most countries. For Volume 12, the subscriptica 
rate is US$7.50 or itsequivalent;‘a binder for filing the loose-leaf sections may be 
purchased for US$3:50. 


International Financial Statistics 


This monthly bulletin is a standard source of statistics on domestic and international 
finance. It assembles for most countries annual, quarterly, and monthly data significant 


for the study of inflation and deflation, and balance of payments surpluses and deficits, 
It outlines the transactions of the principal sectors of the economy: the banking sector, 
the insurance and other financial institutions sector, the government sector, and the 
foreign sector. It provides data on exchange rates, international reserves, interest rates, 
prices, and international trade. 

A series of notes indicates the economic significance of the material presented in the 
tables and explains the methods used in their compilation. The comparative study o 
the material is facilitated by the adoption of a uniform method of charting the maj 
series, and country data are also assembled on a comparable basis in internation 
tables. 

The annual subscription rate for 12 issues postpaid is US$10.00 or the approximate 
equivalent in the currencies of most countries. Single copies, US$1.50. Airmail sub 
scription rates will be quoted on application. 


Address orders to 


Tuer SECRETARY 
INTERNATIONAL Monetary Funp 
19TH anp H Srazers, N.W., Wasnineton 25, D.C. 





